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1.0  INTRODUCTION 

1.1  The  Charge  from  Congress 

The  Orphan  Drug  Act,  P.L.  97-414,  which  was  signed  into  law  on 
January  4,  1983,  requires  the  Secretary  to  submit  four  reports  to  Congress  and  to 
fund  two  demonstrations  addressing  various  home  health  issues.  This  report 
concerning  alternative  methods  of  reimbursing  for  home  health  services  responds 
to  the  following  mandate: 

"The  Secretary  of  Health  and  Human  Services  shall  compile  and 
analyze  the  results  of  significant  studies  carried  out  by  any  public  or 
private  entity,  group,  or  individual,  relating  to  current  and  alternative 
reimbursement  methodologies  for  home  health  services.  The  Secretary 
shall  make  recommendations  with  respect  to  such  reimbursement 
methodologies  as  they  might  be  applied  in  health  care  programs  funded 
in  whole  or  in  part  by  Federal  funds,  and  report  such  recommendations  to 
the  Congress  within  180  days  after  the  date  of  the  enactment  of  this 
Act." 

(P.L.  97-414,  January  4,  1983  (96  Stat.  2058)) 

This  report  is  only  one  aspect  of  a  broad  effort  to  examine  and  make 
recommendations  concerning  the  conditions  under  which  payment  for  home  health 
services  would  be  made.  The  Act  also  requires  the  Secretary  to  carry  out  a 
demonstration  project  on  alternative  reimbursement  methods  for  home  health 
agencies  "in  order  to  determine  the  most  cost-effective  and  efficient  way  of 
providing  home  health  services."  As  part  of  this  demonstration,  HCFA  plans  to 
require  the  grantee  to  further  analyze  alternative  reimbursement  strategies.  In 
addition,  the  other  reports  and  demonstrations  required  by  the  Orphan  Drug  Act, 
specifically  those  dealing  with  fraud  and  abuse  and  the  evaluation  of  home  and 
community-based  services,  will  provide  further  input  into  proposals  to  restructure 
the  reimbursement,  organization  and  regulation  of  home  health  services. 
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The  significance  placed  by  the  Congress  on  the  results  obtained  from  these 
demonstrations  and  studies  was  reinforced  by  the  letter  of  March  10,  1983  from 
Senator  Hatch  to  former  Secretary  Heckler.  In  this  letter,  Senator  Hatch, 
Chairman  of  the  Committee  on  Labor  and  Human  Resources,  stated  that  "the 
information  we  obtain  from  these  studies  will  assist  us  in  collecting  and  building 
the  data  base  necessary  to  making  future  policy  decisions  regarding  home  health 
services." 


1.2         Statement  of  the  Problem 

As  expenditures  for  long  term  care  services  have  grown  and  as  the  elderly 
population  has  increased  in  size,  greater  attention  has  been  paid  to  alternative 
organization  and  financing  of  long  term  care  services.  There  is  a  reduced  emphasis 
on  institutional  care  and  a  greater  focus  on  the  development  of  in-home  and 
community-based  services.  Home  health  services  are  viewed  as  a  possible 
alternative  to  institutional  forms  of  care  as  well  as  being  significant  services  for 
the  elderly  in  their  own  right.  A  report  of  the  Senate  Committee  on  Labor  and 
Human  Resources  expressed  this  viewpoint: 


"It  is  the  perception  of  this  committee  that  increased  utilization  of 
home  health  care  should  result  in  long-term  Federal  cost  savings  through 
decreased  nursing  home  and  hospital  admissions  and  shorter  lengths  of 
stay,  as  well  as  by  increasing  family  support  for  the  elderly.  Of  equal 
importance  is  the  knowledge  that  increased  availability  of  home  health 
care  will  enable  many  elderly  and  chronically  ill  persons  to  maintain 
their  independence  and  community  ties  and  to  lead  lives  of  greater 
personal  dignity  and  satisfaction." 

(U.S.  Senate,  Committee  on  Labor  and  Human  Resources, 
"Community  Home  Health  Services  Act  of  1981,"  97th 
Congress,  2nd  Session,  March  23,  1982.  Report  No.  97-325, 
p.  13) 


Increased  utilization  of  home  health  care  services  might  result  in  long- 
term  cost  savings  where  targeting  is  very  effective.  However,  several  reports 
reviewing  demonstration  projects  on  in-home  and  community -based  care  have 
come  to  conclusions  contrary  to  the  views  stated  in  the  first  part  of  the  above 
quote.  Expansion  of  home  health  services  has  generally  resulted  in  an  increase 
in  the  number  of  persons  served  that  is  not  offset  by  reduced  nursing  home  or 
hospital  use,  consequently,  total  costs  increase.  (General  Accounting  Office 
(GAO),  December  7,  1982;  Stassen  and  Holahan,  1981).  Further  research  on 
appropriate  targeting  of  services,  as  required  by  the  Orphan  Drug  Act,  may 
improve  the  cost-effectiveness  of  home  health  services,  but  that  is  as  yet  to 
be  borne  out.  General  agreement,  however,  does  exist  on  the  positive  benefits 
of  home  health  services  as  measured  in  terms  of  client  outcome  and  client 
satisfaction  (GAO,  December  7,  1982;  Stassen  and  Holahan,  1981;  U.S.  Senate, 
Committee  on  Labor  and  Human  Resources,  Report  No.  97-325). 

Before  proceeding  with  a  discussion  of  policy  issues,  the  boundaries  of 
what  is  meant  by  home  health  services  need  to  be  briefly  defined,  ^he  "home 
health  services"  to  be  considered  in  this  report  are  clearly  identified  by  the 
Act  as  skilled  home  health  services  such  as  those  provided  under  Medicare.  (A 
detailed  definition  of  these  services  is  provided  in  Section  2.0.)  These  services 
are  limited  in  scope  to  skilled  or  rehabilitation  services.  Supportive  care, 
maintenance  care,  and  supervision  are  not  covered  under  Medicare. 

Three  other  federally  supported  programs  make  home  health  services 
available  to  persons  who  do  not  qualify  to  receive  them  under  Medicare.  Block 
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grants  to  the  States  for  Social  Services  (formerly  Title  XX  of  the  Social  Security 
Act  but  amended  by  P.L.  97-35  in  1981)  provide  funds  for  the  provision  of  a  range 
of  home-based  services  to  the  economically  needy.  These  services  include 
homemaker,  home  health  aide,  chore  and  personal  care  services.  Title  III  of  the 
Older  Americans  Act  provides  States  with  funds  for  the  provision  of  home-based 
services  to  the  aged. 

The  third  program,  Medicaid,  has  also  shown  a  rapid  increase  in  home  health 
expenditures.  This  is  discussed  in  the  next  section.  Further  increases  in  Medicaid 
expenditures  for  home  health  services  are  expected  under  the  "waiver"  provision  of 
Section  2176  of  P.L.  97-35,  the  Omnibus  Budget  Reconciliation  Act  of  1981,  under 
which  States  may  opt  to  cover  additional  medical  services  in  the  home  if,  in  so 
doing,  they  offer  the  prospect  of  avoiding  the  need  of  the  patient's  institutional 
placement  and,  thus,  achieving  overall  net  savings  in  Medicaid  expenditures.  This 
is  discussed  further  in  subsequent  sections  of  this  report. 

It  is  the  Medicare  program  that  has  been  the  primary  payer  for  in-home 
services.  Understanding  the  incentives  and  disincentives  created  by  alternative 
reimbursement  methods  under  Medicare  could  provide  useful  models  for  other 
programs  providing  in-home  services. 

1.2.1       The  Growth  of  Home  Health  Services 

Home  health  expenditures  represent  a  small  but  rapidly  growing  percentage 
of  total  expenditures  under  Medicare  and  Medicaid.  Medicare  home  health 
expenditures  of  almost  $859  million  in  1981  represented  2.1  percent  of  all  Medicare 
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reimbursements,  the  first  time  that  expenditures  for  home  health  services 
accounted  for  more  than  2  percent  of  all  Medicare  expenditures.  By  1982, 
Medicare  expenditures  for  home  health  services  exceeded  $1  billion  for  the  first 
time,  and  constituted  about  2.3  percent  of  all  Medicare  expenditures.  By  1983, 
Medicare  home  health  expenditures  had  more  than  doubled  the  amount  reimbursed 
in  1980  and  accounted  for  almost  2.6  percent  of  program  expenditures.  Home 
health  expenditures  under  Medicaid  have  also  shown  rapid  growth.  Between  1973 
and  1983,  home  health  expenditures  under  Medicaid  increased  at  an  even  more 
rapid  rate  than  under  Medicare,  a  compounded  rate  of  growth  of  37  percent 
compared  to  31  percent  under  Medicare.  In  1983,  Medicaid  expenditures  for  home 
health  services  exceeded  the  half-billion  dollar  level  for  the  first  time. 

Growth  in  home  health  services  under  Medicare  and  Medicaid  has  not  been 
limited,  however,  to  just  the  recent  past.  Medicare  home  health  reimbursements 
grew  at  an  average  annual  rate  of  22.7  percent  between  1969  and  1982  compared  to 
about  17.1  percent  for  all  Medicare  expenditures.  Between  1973,  following  the 
first  liberalization  of  the  Medicare  home  health  benefits  in  the  1972  Social 
Security  Amendments,  and  1983,  the  rate  of  growth  in  home  health  expenditures 
was  even  more  rapid,  at  an  average  annual  rate  of  31.1  percent^./ 


I/The  Social  Security  Amendments  of  1972  (P.L.  92-603)  eliminated  the  20  percent 
coinsurance  for  home  health  services  furnished  under  the  supplementary  medical 
insurance  program  (Part  B),  authorized  the  establishment,  by  diagnosis,  of 
presumed  periods  of  coverage  for  home  health  care  under  the  hospital  insurance 
program  (Part  A)  for  individuals  with  specified  conditions,  allowed  payments  for 
services  that  neither  the  home  health  agency  nor  the  beneficiary  knew  or  could 
reasonably  have  been  expected  to  know  were  not  covered,  and  extended  Medicare 
coverage  to  disabled  persons  and  persons  with  end-stage  renal  disease. 
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Similarly,  Medicaid  home  health  payments  grew  between  1973  and  1983  at  an 
average  annual  rate  of  37.1  percent,  compared  to  14.8  percent  for  all  Medicaid 
program  payments  (Table  1). 

The  institution  of  the  prospective  payment  system  (PPS)  for  hospitals  in  1983 
occurred  at  the  same  time  as  a  reduction  in  the  rate  of  Medicare  admissions  to 
hospitals  and  the  average  length  of  stay.  Some  have  asserted  that  this  has  resulted 
in  the  discharge  of  sicker  patients  to  skilled  nursing  facilities  (SNF),  or  to  their 
homes,  thereby,  resulting  in  the  need  for  more  intensive  needs,  post-hospital 
services.  At  this  writing,  this  issue  is  under  study  by  HCFA  as  part  of  the  overall 
effort  to  evaluate  the  impact  of  PPS. 

In  developing  any  payment  policy,  it  is  useful  to  understand  the  factors 
contributing  to  growth  in  expenditures.  Total  expenditures  can  be  said  to  be 
composed  of  the  total  number  of  persons  served  multiplied  by  the  reimbursement 
per  person  served.  Since  home  health  visits  are  the  only  unit  of  service  for  which 
a  count  of  the  number  of  services  furnished  is  available  (the  amount  of  supplies  and 
equipment  provided  are  not  counted),  the  cost  analyses  in  this  report  are  based  on 
home  health  visits.  The  basis  for  the  analysis  is  shown  in  the  following  equation:  V 

Reimbursements  for      =       Persons      X      Visits  per  X  Reimbursement 

Home  Health  Visits  Served  Person  Served  Per  Visit 


2/The  Medicare  payment  system  does  not  explicitly  identify  the  reimbursements 
made  for  home  health  visits.  Reimbursements  are  intended  to  meet  the  agencies' 
costs  of  furnishing  services  which  include  durable  medical  equipment  and  supplies, 
in  addition  to  visits.  The  agencies'  charges  for  these  individual  services  are 
recorded.  In  1980,  visit  charges  constituted  95.3  percent  of  total  charges.  For  the 
purpose  of  the  ensuing  analyses,  the  ratio  of  visit  charges  to  total  charges  applied 
to  total  reimbursements  was  taken  to  be  the  costs  attributable  to  visits. 
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Table  1 

Payments  for  Home  Health  Services  Under 
Medicare  and  Medicaid,  1969-1983 

(Dollars  in  millions) 


Medicare 


Medicaid 


Percent 


%  of  All 
Medicare 


Percent 


%  of  All 
Medicaid 


Year 

Amount 

Change 

Reimbursements 

Amount 

Change 

Reimbursement 

1969 

$  81.1 

1.29 

1970 

62.7 

-22.7 

0.93 

1971 

57.2 

-8.8 

0.76 

1972 

66.2 

15.7 

0.81 

1973 

93.3 

40.9 

0.97 

$  25.4 

0.29 

1974 

141.5 

51.7 

1.16 

31.1 

22.4 

0.31 

1975 

214.9 

51.9 

1.46 

70.3 

125.2 

0.57 

1976 

296.7 

38.1 

1.65 

134.3 

91.0 

0.95 

1977 

370.6 

24.9 

1  7R 
1  •  I  0 

1  an  n 

loll .  u 

1  11 

1978 

442.8 

19.5 

1.81 

209.8 

16.6 

1.17 

1979 

541.3 

22.3 

1.91 

263.6 

25.6 

1.29 

1980 

662.1 

22.3 

1.95 

332.0 

25.8 

1.42 

1981 

858.7 

29.7 

2.11 

428.0 

29.0 

1.57 

1982 

1,120.2 

30.5 

2.34 

496.0 

15.9 

1.66 

1983 

1,398.6 

24.9 

2.58 

597.2 

20.0 

Compounded  Rate  of  Growth: 

1969- 
1973- 

-1983 
-1983 

22.5 
31.1 

37.1 
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The  growth  in  the  number  of  persons  served  contributed  more  than  any  other 
factor  to  the  increase  in  total  expenditures.  The  number  of  persons  served 
increased  by  144  percent  between  1974  and  1980,  the  period  for  which  person-based 
data  are  available.  During  the  same  period.  Medicare  enrollment  went  up  only  18 
percent.  In  contrast,  visits  per  person  served  increased  only  by  14  percent  and 
average  reimbursement  per  visit  increased  by  72.2  percent. 

1.2.2       Controlling  Home  Health  Expenditures 

Because  of  the  different  factors  contributing  to  growth,  reimbursement 
policies  must  also  be  placed  in  perspective  to  other  methods  used  to  control  home 
health  expenditures.  Controlling  costs  and  utilization  of  home  health  and  other  in- 
home  services  to  date  has  been,  and  continues  to  be,  accomplished  through  various 
regulatory  mechanisms  including  eligibility  criteria  and  limits  and  other 
restrictions  on  utilization,  in  addition  to  reimbursement. 

The  use  of  home  health  services  under  Medicare  has  historically  been  subject 
to  stringent  eligibility  criteria.  In  order  to  receive  home  health  services,  a  person 
must  be  home-bound,  be  under  a  physician's  care,  and  need  only  part-time  or 
intermittent  skilled  care  and/or  physical  or  speech  therapy.  This  limits  home 
health  services  to  a  narrowly  defined  population  generally  requiring  post-acute  or 
rehabilitative  care.  While  home  health  aide  services  are  provided  to  patients 
eligible  for  home  health  services,  patients  requiring  only  assistance  with  personal 
care  are  not  eligible  for  home  health  services  under  Medicare. 

In  addition  to  those  stringent  eligibility  criteria,  various  other  controls  have 
have  been  exerted  on  the  use  of  home  health  services.  Until  recently,  eligibility 
for  home  health  services  required  a  3  day  prior  hospitalization  and  coverage 
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was  restricted  to  100  visits  during  a  spell  of  illness  under  Part  A  and  to  100  visits 
during  a  calendar  year  under  Part  B.  The  Omnibus  Reconciliation  Act  of  1980  (P.L. 
96-499)  eliminated  the  100  visit  limits  and  the  3  day  prior  hospitalization 
requirement.  In  addition,  the  application  of  the  supplementary  medical  insurance 
(SMI)  deductible  to  home  health  services  was  also  eliminated. 

Federal  regulations  may  also  limit  home  health  agencies'  (HHA)  participation 
in  Medicare.  HHAs  must  provide  skilled  nursing  and  at  least  one  additional  skilled 
service  for  participation.  This  requirement  may  be  difficult  to  meet  in  some  rural 
areas  (Inspector  General's  Report,  1981).  In  addition,  until  the  requirement  was 
repealed  in  the  Omnibus  Reconciliation  Act  of  1980  (P.L.  96-499),  proprietary 
HHAs  could  participate  in  Medicare  only  in  States  that  had  licensure  laws  for 
proprietary  providers.  Only  27  States  licensed  proprietary  agencies  in  September 
1981  (Inspector  General's  Report,  1981). 

Finally,  the  original  Medicare  legislation  required  that  Medicare  payments  to 
HHAs  be  based  on  the  lesser  of  reasonable  costs  or  customary  charges.  Interim 
payments  to  HHAs  have  been  based  on  estimated  costs  with  final  settlements 
limited  to  those  costs  found  by  intermediaries  to  be  proper,  reasonable  and  related 
to  patient  care.  This  retrospective  cost-based  reimbursement  became  a 
mechanism  for  cost-containment  only  after  prospective  cost  reimbursement  limits 
for  each  type  of  home  health  visits  were  authorized  under  Section  223  of  the  Social 
Security  Amendments  of  1972.  Such  limits  were  not  instituted,  however,  until  1982 
(47  FR  42904). 
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The  method  of  establishing  the  limits  accounts  for  several  factors  that  may 
be  responsible  for  higher  agency  costs,  but  are  beyond  the  agency's  control.  These 
are  incorporated  into  the  final  determination  of  the  amount  payable  to  the  agency. 
In  the  final  cost  settlement,  the  HHA's  reimbursement  is  subject  to  the  cost  limits 
which  are  computed  using  per  visit  cost  limits  for  each  type  of  service,  adjusted 
for  location  (a  standard  metropolitan  statistical  area  (SMSA)  or  rural),  a  wage 
index,  and  a  "market  basket"  inflation  factor,  and  whether  the  service  was 
rendered  by  a  hospital-based  provider.  Reimbursement  for  each  type  of  service 
cannot  exceed  120  percent  of  the  mean  labor-related  and  nonlabor  costs  per  visit 
after  the  above  noted  adjustments  have  been  made.  Prior  to  the  1985  regulations, 
an  HHA's  cost  settlement  was  based  on  the  aggregated  limit  across  all  services 
rather  than  the  limits  for  each  type  of  service,  costs  higher  than  the  limit  for  one 
type  of  service  were  offset  by  costs  lower  than  the  limit  for  another  type  of 
service.  This  allowed  HHAs  to  avoid  a  reduction  in  overall  reimbursement  although 
above  the  limit  for  services  by  a  given  discipline.  Not  surprisingly,  only  15.9 
percent  of  the  HHAs  exceeded  their  aggregated  reimbursement  limits  in  1981. 

The  costs  of  nonroutine  medical  supplies  and  medical  appliances  are 
reimbursable  on  a  billed,  fee-for-service  basis.  These  items  are  reimbursable  if 
they  are  of  types  not  routinely  furnished  in  conjunction  with  patient-care  visits, 
and  are  identifiable  to  an  individual  patient,  furnished  at  the  direction  of  the 
patient's  physician,  and  specifically  identified  in  the  patient-care  plan.  These  costs 
must  be  identifiable  and  accumulated  separately  and  are  not  included  in  the  HHA's 
aggregated  reimbursement  limit.  The  costs  of  medical  supplies  routinely  furnished 
in  conjunction  with  patient-care  visits  are  included  in  the  visit  charges  and  are, 
therefore,  subject  to  the  cost  limits. 
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Since  the  expansion  of  in-home  and  community-based  services  is  being 
seriously  considered  by  the  Congress,  further  upward  pressures  on  program  costs 
are  likely.  The  key  policy  issue  to  address  is  how  to  provide  these  services  as 
efficiently  and  as  effectively  as  possible  (GAO,  December  7,  1982).  Thus,  the 
objective  of  this  report  is  to  present  alternative  forms  of  reimbursement  for  home 
health  services  under  Medicare  and  to  analyze  components  of  such  reimbursement 
systems  that  could  establish  incentives  for  providing  more  efficient  and  effective 
home  health  services. 

Data  from  1974  to  1980  show  that  the  growth  in  total  numbers  of  persons 
served  contributed  most  to  increased  home  health  expenditures  during  that  period. 
If  this  component  of  growth  is  to  be  controlled  through  reimbursement 
mechanisms,  then  some  sort  of  capitation  or  prospective  payment  for  a  defined 
population  must  be  considered  as  an  alternative  to  the  current  method. 
Prospective  reimbursement  systems  can  take  many  forms,  including  fee  schedules 
and  formula-based  systems  which  project  HHA  costs.  Capitation  and  fee  schedules 
are  considered  in  this  report,  as  well  as  formula-based  prospective  reimbursement 
systems.  These  latter  types  of  systems  are  most  similar  to  the  existing  cost-based 
reimbursement  system  with  limits  because,  as  discussed  in  detail  in  Section  3.0, 
agencies  whose  costs  fall  above  the  limits  already  function  under  a  prospective 
reimbursement  system.  Various  components  of  a  prospective  reimbursement 
system  are  considered  in  Section  3.0,  including  case  mix  adjustment  and  payment 
on  a  per  case  rather  than  a  per  visit  basis.  Data  needs  and  the  administrative 
feasibility  of  such  systems  are  also  considered. 
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1.2.3       Alternative  Methods  of  Organizing  Home  Health  Services 

This  report  focuses  on  alternative  forms  of  reimbursement  for  home  health 
services  under  Medicare.  However,  a  broader  approach  -  which  encourages  the 
substitution  of  lower  cost  services  for  higher  cost  ones  through  capitation  for  a 
whole  variety  of  services  -  needs  to  be  considered  as  well.  Innovative  cost  saving 
approaches  have  been  implemented  under  several  demonstration  projects  which 
have  combined  home  health  services  with  other  long-term  or  acute  services.  For 
example,  capitation  payment  rates  have  been  developed  for  HCFA's  Medicare 
Health  Maintenance  Organization  (HMO)  experiments.  These  projects  are  also 
experimenting  with  risk  sharing  between  public  and  private  payers. 

Arizona's  Health  Care  Cost  Containment  System  (AHCCCS)  is  another 
demonstration  project  employing  capitation  rates.  The  project  is  an  incentive- 
based  health  services  program  for  the  indigent  and  the  employed  population.  A 
unique  feature  of  AHCCCS  is  its  introduction  of  competitive  bidding  among  HMOs 
and  other  delivery  systems  to  provide  health  services  on  a  capitation  basis  (Sullivan 
and  Gibson,  1983).  Several  demonstration  projects  have  also  instituted  limits  on  a 
per  case  or  total  population  basis  equal  to  a  specified  percent  of  nursing  home 
costs.  For  example,  the  New  York  State  Long-Term  Home  Health  Care  Program 
(LTHHCP,  also  known  as  the  Nursing  Home  Without  Walls  Program)  placed  limits 
on  the  total  cost  of  health  care  services  provided  to  maintain  a  patient  at  home, 
which  took  into  consideration  the  average  Medicaid  cost  of  maintaining  a  patient 
at  a  comparable  level  in  a  nursing  home.  Initially,  the  limits  applied  were  based  on 
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monthly  costs,  but  this  was  found  to  be  too  restrictive.  Subsequently,  the  limits 
were  modified  to  apply  to  costs  incurred  over  a  long  period  of  time.  Georgia's 
Alternative  Health  Services  Program  used  a  similar  cost-containment  approach. 

Three  cost  control  features  are  also  incorporated  into  the  Financial  Control 
Model  of  the  Channeling  Demonstration  projects.  In  contrast  to  the  per  case  cap  in 
New  York's  Nursing  Home  Without  Walls  Program,  a  maximum  is  set  on  average 
service  expenditures  per  client  for  the  channeling  project's  caseload  as  a  whole. 
Average  annual  expenditures,  calculated  for  active  client  days,  cannot  exceed  60 
percent  of  the  average  of  intermediate  care  facilities  (ICF)  and  SNFs.  Costs  of 
individual  care  plans  under  the  plan  can  vary,  but  cases  exceeding  the  60  percent 
cap  must  be  offset  by  persons  whose  care  is  below  the  60  percent  cap.  Limits  on 
annual  expenditures  for  each  individual  were  set  at  85  percent  of  the  average  of 
the  State's  reimbursement  rates  for  ICF  and  SNF  care.  If  the  care  plan  exceeded 
the  85  percent  limit,  State  approval  was  required.  Cost  sharing  by  a  small 
percentage  of  clients  with  relatively  high  incomes  has  also  been  instituted  in  the 
Financial  Control  Model  of  the  Channeling  Demonstration. 

Limits  on  total  expenditures  are  also  mandated  for  services  provided  under 
Section  2176  of  P.L.  97-35,  the  Omnibus  Budget  Reconciliation  Act  of  1981.  States 
must  assure  that  the  average  per  capita  expenditure  for  services  under  the  home 
and  community-based  waivers  does  not  exceed  the  estimated  average  per  capita 
expenditure  that  would  have  been  made  under  the  State's  Medicaid  plan  had  the 
waiver  not  been  granted. 


14 

Cost  containment  methods  such  as  capitation  and  limits  on  the  per  case  or 
average  caseload  cost  of  services  may  not  prove  to  be  effective  if  applied  to  home 
health  services  alone.  Instead,  they  may  work  better  if  applied  to  various  pooled 
services  (i.e.  including  hospital  and  SNF  services)  for  a  defined  population. 
Consideration  of  these  cost  containment  approaches  for  home  health  services,  as  a 
result,  should  be  undertaken  in  conjunction  with  a  consideration  of  the  organization 
and  financing  of  acute  and  long-term  care  services. 

Future  research  and  experimentation  could  continue  to  help  identify  and 
refine  more  efficient  and  effective  arrangements  for  providing  home  health 
services  alone  or  as  part  of  a  broader  package  of  in-home  and  institutional  or  acute 
services.  Long-range  decisions  about  what  role  home  health  services  should  play  in 
the  continuum  of  health  care  services  for  a  growing  and  aging  population,  and  how 
health  care  and  other  services  to  support  the  maintenance  of  older  persons  in  their 
homes  should  be  organized  are  critical  to  decisions  made  about  the  way  these 
services  should  be  paid  for.  Such  fundamental  questions  are  beyond  the  scope  of 
this  report  They  are,  however,  being  addressed  in  numerous  demonstration 
projects,  currently  or  planned,  undertaken  in  response  to  the  mandate  in  the 
Orphan  Drug  Act  and  in  earlier  legislation.  The  results  of  these  efforts  can  be 
incorporated  into  future  HCFA  recommendations  about  the  organization  and 
financing  of  long-term  care  services  under  the  Medicare  and/or  Medicaid  programs. 

1.3         Organization  of  the  Report 

The    following    section,    Section   2.0,    initially   describes   coverage  and 
reimbursement  of  home  health  services  under  Medicare.    It  then  proceeds  to 
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examine  factors  contributing  to  the  growth  of  home  health  services  under  Medicare 
in  order  to  indicate  the  relative  importance  of  reimbursement  methods  in  contrast 
to  other  methods  of  program  control  (e.g.,  eligibility,  limits  on  services,  etc.). 
Alternative  reimbursement  options  -  including  prospective  reimbursement,  fee 
schedules,  patient  mix  adjustment  and  capitation  -  are  then  discussed  in  Section 

3.0.  The  product  of  home  health  care  services  (the  visit  or  the  case)  is  considered 
carefully  as  are  the  incentives  and  disincentives  of  alternative  reimbursement 
strategies.  The  available  evidence  of  existing  studies  are  presented  in  support  of 
different  reimbursement  methods.  Gaps  in  knowledge  suggesting  additional 
research  are  further  delineated,  as  are  data  needs  and  administrative  feasibility. 

Section  4.0  discusses  the  strengths  and  weaknesses  of  alternative 
reimbursement  options.  Alternatives  are  considered  in  light  of  Medicare  policy 
goals  including  cost  containment,  access,  quality  of  care,  equity  and  administrative 
feasibility.  They  are  also  considered  in  relation  to  the  experiences  under  the 
present  reimbursement  system.  Section  5.0  presents  HHS'  recommendations. 

2.0  HOME  HEALTH  COVERAGE  UNDER  MEDICARE 

2.1.  Eligibility  and  Coverage  Under  Medicare 

Medicare,  enacted  as  Title  XVIII  of  the  Social  Security  Act  in  1965,  is  a 
Federal  health  insurance  program  covering,  under  Part  A,  all  aged  persons  eligible 
for  Social  Security  payments  and,  under  Part  B,  those  age  65  or  over  who  wish  to 
enroll.  The  1972  Amendments  to  the  Social  Security  Act  extended  Medicare 
coverage  to  the  disabled  and  persons  with  end-stage  renal  disease. 
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Home  health  care  services  are  authorized  both  under  Part  A,  hospital 
insurance,  and  Part  B,  supplemental  medical  insurance,  of  Medicare.  Part  A  covers 
hospitalization,  SNF  care,  home  health  services,  and  certain  related  services. 
Enrollment  in  Part  A  is  automatic  for  all  Medicare  eligibles  and  can  be  purchased 
by  those  not  eligible  for  social  security  payments.  Part  B  covers  physician 
services,  hospital  outpatient  services,  laboratory  and  radiology  services,  and  home 
health  care.  Enrollment  in  Part  B  is  voluntary,  requires  payment  of  a  premium, 
and  is  available  to  persons  age  65  or  older  or  those  eligible  for  Part  A. 
Approximately  95  percent  of  those  enrolled  in  Part  A  also  participate  in  Part  B. 
Home  health  services  under  Medicare  cover: 

(1)  part-time  or  intermittent  nursing  care  provided  by  or  under  the 
supervision  of  a  registered  professional  nurse; 

(2)  physical,  occupational,  and  speech  therapy; 

(3)  medical  social  services  under  the  direction  of  a  physician; 

(4)  home  health  aide  services  primarily  provided  to  assist  with  the  patient's 
personal  care,  under  the  supervision  of  a  registered  nurse. 
Housekeeping  services  performed  by  a  home  health  aide  are  permitted 
only  if  such  services  do  not  substantially  increase  the  amount  of  time 
required  within  the  visit  above  that  needed  to  attend  to  the  patient's 
personal  care; 

(5)  medical  appliances  and  supplies  (other  than  drugs  and  biologicals)^/ 

H  The  Deficit  Reduction  Act  of  1984  (P.L.  98-369)  placed  home  health  agencies 
and  suppliers  of  durable  medical  equipment  (DME)  on  the  same  footing  with 
respect  to  Medicare  payments  for  DME.  The  amount  paid  by  Medicare  would  be 
80  percent  of  the  lesser  of  reasonable  cost  or  charges.  Thus,  home  health 
agencies  may  now  bill  the  beneficiary  for  20  percent  of  the  reasonable  cost  for 
DME.  Suppliers  of  DME  provide  appliances  and  supplies  under  Part  B  and  could 
continue  to  bill  the  beneficiary  for  20  percent  of  the  reasonable  charge. 
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(6)  medical  services  provided  by  an  intern  or  resident-in-training  through  a 
hospital  teaching  program  when  a  HHA  is  affiliated  with 

or  under  common  control  of  such  a  hospital; 

(7)  any  of  the  above  items  and  services  provided  by  a  HHA  on  an 
outpatient  basis  under  arrangement  to  a  hospital,  SNF  or  an  approved 
rehabilitation  center.  (Based  on  42  U.S.C.,  Section  1395x(m);  and 

42  U.S.C.  Section  1395(v)(l).) 

Services  are  provided  only  to  individuals  requiring  skilled  care  and  are  aimed 
at  rehabilitation  rather  than  provision  of  continuing  in-home  support.  To  be 
eligible  for  home  health  services  under  Medicare,  a  person  must  be  homebound, 
under  a  physician's  care,  and  need  part-time  or  intermittent  skilled  nursing  care 
and/or  physical  or  speech  therapy.4/  Care  must  be  prescribed  by  a  physician  and 
provided  by  a  participating  HHA  (either  directly  or  through  arrangements  with 
others)  in  accordance  with  the  physician's  treatment  plan. 

Until  passage  of  the  Omnibus  Budget  Reconciliation  Act  of  1980  (P.L.  96- 
499),  several  restrictions  and  limitations  existed  on  the  use  of  home  health 
services.  Part  A  provided  home  health  coverage  only  to  those  individuals  with  a 
prior  3  day  stay  in  a  hospital  or  a  stay  of  any  duration  in  an  SNF  where  at  least  1 
day  was  paid  by  Medicare.  The  need  for  home  health  care  had  to  be  related  to  the 


1/  The  Omnibus  Reconciliation  Act  of  1980  permitted  persons  to  qualify  for 
Medicare  coverage  based  solely  on  need  for  occupational  therapy.  Occupational 
therapy  was  eliminated  as  a  qualifying  service  by  the  Omnibus  Budget 
Reconciliation  Act  of  1981,  effective  December  31,  1983. 
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illness  for  which  the  person  received  inpatient  services.  A  plan  for  home  health 
care  had  to  be  established  by  a  physician  within  two  weeks  of  discharge  from  the 
institution  and  coverage  was  restricted  to  100  visits  during  the  year  following 
discharge  from  the  hospital  or  SNF. 

Part  B  coverage  was  extended  only  to  those  individuals  who  did  not  have  a 
prior  institutionalization  or  had  exhausted  their  Part  A  coverage.  Reimbursement 
was  restricted  to  100  visits  in  any  calendar  year.  Beneficiaries  under  Part  B  were 
required  to  satisfy  an  annual  deductible  of  $60,  and,  until  passage  of  the  1972 
Social  Security  Amendments,  a  20  percent  coinsurance  on  home  health  services. 

The  1980  legislation  eliminated  the  100  visit  limits  under  Parts  A  and  B;  the  3 
day  prior  hospitalization  requirement  under  Part  A;  and  the  deductible  under  Part 
B  (for  home  services  only).  The  Act  also  eliminated  the  requirement  that 
proprietary  HHAs  could  participate  in  Medicare  only  if  they  were  licensed  by 
States  that  had  licensure  laws  for  proprietary  agencies.  (Only  27  States  had  such 
laws  in  1981  (Inspector  General's  Report,  1981.) 

As  shown  in  Table  1,  the  liberalized  home  health  provisions  of  1980  sparked 
the  largest  year-to-year  percentage  increases  in  home  health  expenditures  since 
1976  and  three  consecutive  record  increases  in  actual  dollars  spent.  The  sources  of 
these  increases  are  not  clear  at  this  time.  However,  as  will  be  discussed  later  in 
this  section,  the  rapid  rise  in  the  number  and  proportion  of  Medicare  beneficiaries 
receiving  home  health  services  accounted  for  more  than  half  of  the  rise  in 
expenditures  between  1974  and  1980.  The  rise  in  costs  per  visit  represented  the 
second  largest  component  of  the  increase.  The  average  number  of  services 
rendered  to  clients  of  HHAs  remained  fairly  stable.   As  yet,  there  is  no  reason  to 
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suspect  that  anything  different  occurred  under  the  new  home  health  provisions; 
that  is,  the  number  and  proportion  of  Medicare  beneficiaries  receiving  home  health 
services  continued  to  increase.  Lending  credence  to  this  suggestion  is  that  the 
number  of  HHAs  certified  under  Medicare  increased  from  2,924  in  July  1980  to 
3,415  in  July  1982.  By  June  of  1985,  the  number  of  agencies  was  5,965. 

The  1985  distribution  of  agencies  by  type  appears  to  reflect  the  impact  of 
changes  in  the  program.  The  number  of  proprietary  agencies  certified  to 
participate  in  the  Medicare  program  increased  from  165  in  1980  to  1,841  in  1985, 
more  than  a  twelvefold  increase.  This,  of  course,  reflects  the  removal  of  the  State 
licensure  requirement  in  the  1980  legislation.  Significant  rates  of  increases,  have 
occurred  in  the  number  of  hospital  and  SNF-based  HHAs.  Hospital-based  agencies 
increased  from  481  in  1982  to  1,222  in  1985.  SNF-based  agencies  increased  from 
20  to  134  during  the  same  period.  These  increases  may  be  reflecting  the  impact  of 
instituting  the  prospective  payment  system  to  hospitals  in  1983  and  its  effect  on 
the  discharge  patterns  from  hospitals  to  SNFs  and  to  the  patients'  homes. 

The  main  point  to  be  drawn  from  the  rise  in  the  number  of  HHAs  is  that,  as 
will  be  shown  later,  the  average  number  of  beneficiaries  served  by  each  agency 
increased  from  1974  to  1980.  The  increase  in  the  number  of  agencies  suggests  that 
more  patients  have  access  to  home  health  services  and  greater  numbers  will 
receive  them. 

Table  2  shows  that  the  distribution  of  home  health  expenditures  between  Part 
A  and  Part  B  shifted  strongly  toward  Part  A  after  passage  of  the  Omnibus 
Reconciliation  Act  of  1980.  In  1982,  only  1.4  percent  of  home  health  expenditures 
were  covered  under  Part  B  compared  to  26.4  percent  in  1980. 
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Table  2 

Medicare  Reimbursements  for  Home  Health  Services  and 
Percent  of  Expenditures  Under  Part  A  and  Part  B, 
Selected  Years,  1967-1983 

(Dollars  in  Millions) 


Part  A 

Part  B 

Year 

Total 

Amount 

Percent  of 
Total 

Amount 

Percent  of 
Total 

1967 

$  43 

$  26 

60.5 

$  17 

39.5 

1974 

142 

100 

70.6 

42 

29.4 

1978 

443 

323 

72.9 

120 

27.1 

1980 

662 

487 

73.6 

175 

26.4 

1981 

858 

758 

88.2 

100 

11.8 

1982 

1,120 

1,104 

98.6 

16 

1.4 

1983 

1,399 

1,378 

98.5 
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1.5 

2.2         Reimbursement  of  Home  Health  Services  Under  Medicare 

Section  1861  (v)(l)  of  the  Social  Security  Act  (42  USC.  1395x(v)(l))  authorizes 
the  Secretary  to  set  prospective  limits  on  allowable  costs  incurred  by  a  provider  of 
services  that  will  be  reimbursed  under  Medicare,  based  on  estimates  of  the  costs 
necessary  for  efficient  delivery  of  needed  health  services.  The  limits  may  be 
applied  to  direct  or  indirect  overall  costs  or  to  the  costs  incurred  for  specific  items 
or  services  furnished  by  the  provider.  This  provision  of  the  statute  is  implemented 
under  regulations  at  42  CFR  405.460. 

Home  health  services  under  Medicare  have  been  reimbursed  on  a  reasonable 
cost  basis  up  to  prospectively  set  limits  under  this  authority  since  1979.  Costs  are 
established  by  the  type  of  home  health  discipline  rendering  the  service  and  are 
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expressed  as  costs  per  visit.  Prior  to  1985,  limits  were  applied  to  each  HHA  as  a 
single  aggregate  limit,  based  on  the  agency's  total  visits  for  all  home  health 
disciplines.  Beginning  with  cost  reporting  periods  starting  on  or  after  July  1,  1985, 
the  limits  are  applied  to  per  visit  costs  incurred  by  each  home  health  discipline 
rather  than  to  the  aggregate  cost  of  all  visits.  This  change  reflects  the  intent  of 
Congress  as  expressed  in  the  Conference  Committee  Report  accompanying  the 
Omnibus  Budget  Reconciliation  Act  of  1981  (P.L.  97-35)  which  stated:  "Although 
home  health  agency  reimbursement  limits  are  currently  being  imposed  as  a  single 
aggregate  limit,  the  conference  committee  urges  the  Secretary,  as  soon  as 
feasible,  to  begin  to  impose  the  limits  by  type  of  service." 

The  limits  on  home  health  services,  effective  for  cost  reporting  periods 
beginning  on  or  after  July  1,  1985,  are  computed  and  applied  as  follows:  (1) 
separate  limits  are  computed  for  HHAs  in  a  Metropolitan  Statistical  Area  (MSA)  or 
a  New  England  County  Metropolitan  Area  (NECMA)  and  for  non-MSA  HHAs;  (2)  to 
account  for  the  impact  of  changing  labor  and  price  levels,  cost  limits  are  adjusted 
by  a  "market  basket"  index  which  measures  changes  in  the  price  of  goods  and 
services  purchased  by  HHAs;  (3)  to  reflect  differing  wage  levels  among  the  areas  in 
which  HHAs  are  located  and  their  effects  on  the  labor  component  of  HHA  per  visit 
costs,  adjustments  to  the  limits  are  made  by  an  area  wage  index  developed  from 
Bureau  of  Labor  Statistics  data  on  hospital  wages;  (4)  a  cost  of  living  adjustment  is 
applied  to  the  nonlabor  portion  of  the  limits  for  HHAs  located  in  Alaska,  Hawaii, 
Puerto  Rico,  and  the  Virgin  Islands;  (5)  an  "add  on"  adjustment  to  the  freestanding 
HHA  limits  are  made  for  each  hospital-based  discipline  to  account  for  the  higher 
costs  associated  with  Medicare  cost-finding  requirements  for  administrative  and 
general  expenses  in  hospitals;  (6)  per  visit  limits  are  calculated  for  each  home 
health  discipline. 
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Prior  to  the  establishment  of  the  1985  schedule  of  limits,  the  limits  were  set 
at  a  percentile  of  the  labor-related  and  nonlabor  components  of  per  visit  costs 
(75th  percentile  in  1984).  For  1985,  the  limits  are  set  at  120  percent  of  the  mean 
labor-related  and  nonlabor  per  visit  costs  projected  to  December  1,  1985,  the 
midpoint  of  the  first  cost  reporting  period  to  which  the  limits  will  apply.  The  data 
base  used  for  computing  the  distribution  of  costs  was  the  cost  reports  of  the  second 
year  of  the  single  method  cost  report.  These  reports  represent  cost  reporting 
periods  ending  on  or  before  September  30,  1983.  In  establishing  the  distribution  of 
per  visit  costs  for  each  discipline,  costs  that  were  more  than  two  standard 
deviations  over  or  under  the  mean  of  the  cost  per  visit  values  (using  the  technique 
of  logarithmic  transformation  to  normalize  the  distribution  of  per  visit  costs  for 
each  discipline)  were  eliminated  from  the  computations.  Provisions  are  made  to 
adjust  the  computed  limits  retroactively  if  the  estimated  market  basket  index  rate 
differ  from  the  actual  rate  by  more  than  3/10tn  of  one  percentage  point. 

2.2.1       Determining  Cost  Per  Visit  Limits 

The  cost  limits  were  determined  by  obtaining  Medicare  cost  reports  for 
periods  ending  on  or  before  September  30,  1983.  Data  were  adjusted  to  reflect 
cost  increase  occurring  between  the  cost  reporting  periods  and  December  31,  1985, 
the  midpoint  of  the  initial  cost  reporting  period  to  which  the  limits  apply.  The 
inflation  factors  used  are  published  by  HCFA  and  were  developed  from  actual  and 
projected  rates  of  increase  in  a  market  basket  of  the  goods  and  services  used  by 
HHAs.  A  detailed  description  of  the  process  by  which  the  limits  were  set  and  the 
indices  used  to  account  for  inflation  and  wage  differences  is  contained  in  the 
Federal  Register  announcement  of  July  5,  1985  and  is  included  with  this  report  as 
Appendix  A. 
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After  adjustment  by  the  market  basket,  the  labor  portion  of  per  visit  costs 
(79.59  percent)  is  divided  by  the  wage  index  applicable  to  the  HHA's  location.  All 
per  visit  cost  data  were  transformed  into  their  natural  logarithms  and  grouped  by 
type  of  service  and  MSA  and  non-MSA  locations  in  order  to  determine  the  mean 
cost  and  standard  deviation  for  each  group.  "Outliers"  greater  than  two  standard 
deviations  from  the  mean  for  each  discipline  were  eliminated  from  the  distribution. 
A  basic  service  limit  equal  to  120  percent  of  the  mean  labor  and  nonlabor  portions 
of  the  per  visit  costs  of  freestanding  HHAs  was  calculated  for  each  discipline. 

To  arrive  at  the  labor  adjusted  limit  applied  to  each  service  furnished  by  an 
HHA,  the  Medicare  fiscal  intermediary  multiplies  the  labor-related  component  of 
the  limit  by  the  appropriate  wage  index.  The  adjusted  limit  that  will  apply  to  an 
HHA  is  the  sum  of  the  nonlabor  component  plus  the  adjusted  labor  component. 
Adjustments  are  made  for  HHAs  with  reporting  periods  beginning  after 
July  1,  1985,  and  for  hospital-based  agencies.  Hospital-based  agencies  are  allowed 
an  "add-on"  to  the  per  visit  limit  to  account  for  higher  administrative  and  general 
costs  resulting  from  the  Medicare  cost  allocation  requirements. 

Before  the  limits  are  applied  at  cost  settlement,  the  providers  actual  costs 
will  be  reduced  by  the  amount  of  individual  items  of  cost  (for  example, 
administrative  compensation  or  contract  services)  that  are  found  to  be  excessive 
under  Medicare  principles  of  provider  reimbursement.  In  this  regard,  the  fiscal 
intermediaries  will  review  the  various  reported  costs  against  such  screens  as  the 
cost  guidelines  for  physical  therapy  under  arrangements  and  against  the  limitation 
on  costs  that  are  substantially  out  of  line  with  those  of  comparable  agencies. 
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Effective  July  1,  1986,  the  limit  will  be  set  at  115  percent  of  the  mean  cost 
for  each  discipline.  On  July  1,  1987,  the  limit  will  be  reduced  further  to  112 
percent  of  the  mean  cost.  (Under  Section  2319  of  the  Deficit  Reduction  Act  of 
1984,  P.L.  98-369,  112  percent  of  the  mean  is  the  upper  limit  that  Congress 
determined  is  appropriate  for  an  efficiently  operated  SNF.) 

2.2.2  Estimated  Financial  Impact  of  the  Limits  on  Medicare  Expenditures  for 
Home  Health  Services 
Setting  the  HHA  limit  at  120  percent  of  the  mean  cost  by  type  of  service  will 
reduce  estimated  Medicare  expenditures  for  HHA  services  by  about  $105  million 
for  cost  reporting  periods  beginning  on  or  after  July  1,  1985  and  before  July  1, 
1986.  Because  of  the  staggered  beginning  dates  of  HHA  cost  reporting  periods,  the 
savings  will  be  distributed  among  three  Federal  fiscal  years  as  follows: 


Fiscal  Year  Savings  (in  millions) 

1985  $  7 

1986  86 

1987  12 
Total  105 


Of  the  estimated  total  savings,  about  $47  million  will  be  incremental  to  what 
would  have  resulted  from  merely  continuing  the  limits  in  place  prior  to  July  1, 
1985.  These  incremental  savings  will  be  distributed  among  the  three  fiscal  years  as 
follows: 
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Fiscal  Year 


Incremental  Savings  (in  millions) 


1985 
1986 
1987 


$  3 
38 
6 


Total 


47 


The  application  of  the  limits  by  discipline  should  result  in  continuing 
improvements  in  management,  recordkeeping,  and  cost  reporting  by  most  HHAs. 
The  establishment  of  limits  provides  incentives  to  contain  costs  through  improved 
efficiency.  Improved  efficiency  should  result  in  a  moderation  in  the  rate  of 
increase  in  average  per  visit  costs.  Because  of  the  expected  improvement  in  the 
operating  efficiency  of  HHAs,  HCFA  believes  that  further  reductions  in  the  limits 
can  be  instituted  without  adversely  affecting  efficiently  operating  HHAs. 

Effective  for  cost  reporting  periods  beginning  July  1,  1986,  HCFA  plans  to 
reduce  the  limit  to  115  percent  of  mean  costs;  to  112  percent  of  mean  costs 
effective  with  cost  reporting  periods  beginning  July  1,  1987.  (Under  Section  2319 
of  the  Deficit  Reduction  of  1984,  P.L.98-369,  Congress  determined  that  112 
percent  of  the  mean  would  be  an  appropriate  upper  limit  for  an  efficiently 
operated  SNF). 

The  further  reductions  of  the  upper  limit  will  result  in  additional  significant 
savings  in  projected  Medicare  expenditures  for  HHA  services.  For  cost  reporting 
periods  beginning  on  or  after  July  1,  1985  and  before  July  1,  1988,  these  limits  will 
yield  an  estimated  savings  of  $443  million.  These  savings  will  be  distributed  among 
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Federal  fiscal  years  as  follows: 

Fiscal  Year  Savings  (in  millions) 

1985  $  7 

1986  88 

1987  135 

1988  191 

1989  22 


Total  443 
Of  this  total,  aooiu  $..47  million  will  be  increments  to  t'ue  savings  chat  would 
have  resulted  from  merely  continuing  the  limits  in  place  prior  to  July  1,  1985. 
These  incremental  savings  will  be  distributed  among  fiscal  year  periods  as  follows: 


Fiscal  Year  Incremental  Savings  (in  millions) 

1985  $  3 

1986  40 

1987  71 

1988  H9 

1989  14 


Total  247 


2.2.3       Problems  with  Existing  Reimbursement  of  Home  Health  Services  Under 
Medicare 

The  Report  of  the  Committee  on  Labor  and  Human  Resources,  U.S.  Senate, 
to  accompany  S.234,  "The  Community  Home  Health  Services  Act  of  1981", 
identified  the  following  problems  with  reimbursement  of  home  health  services 
under  Medicare  (See  also  GAO,  1981): 


o    Definitions  are  inadequate  and  unclear,  resulting  in  incorrect  or  confused 
interpretation    of    the    regulations    by    intermediaries,    health  care 
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practitioners  and  agencies  (e.g.,  what  is  proper,  reasonable,  related  to 
patient  care,  homebound); 
o    There  are  no  cost  containment  incentives; 

o    The  reporting  requirements  are  burdensome,  yet  do  not  prevent  fraud; 

o    Reasonable  cost  is  not  uniformly  in  interpreted  by  fiscal  intermediaties; 

o    The  system  is  awkwardly  organized  and  difficult  to  administer; 

o    Cost  report  manual  instructions  are  applied  retroactively; 

o    The  single  method  of  cost  finding  is  not  flexible  enough  to  provide  for 

uniqueness  among  providers; 
o    Intermediaries,  although  they  process  and  pay  home  health  bills,  have 

little  knowledge  or  understanding  of  the  home  health  benefit^/ 

Additional  problems  with  the  provision  and  reimbursement  of  home  health 
services  were  also  cited: 

o    Physicians  who  authorize  program  services  do  not  appear  to  be  taking  a 
very  active  role  in  the  home  health  program,  due  to  either  a  lack  of 
information,  lack  of  time,  or  lack  of  incentive. 

o    Medicare  contractors  had  little  specific  comparative  information  about 
the  utilization  practices  of  HHAs. 


1/  To  promote  greater  consistency  and  efficiency  in  the  review  and  processing  of 
HHA  bills,  the  Omnibus  Reconciliation  Act  of  1980  (P.L.  96-499)  authorized  the 
Secretary  of  HHS  to  designate  regional  intermediaries  to  serve  HHAs.  HCFA 
implemented  a  system  of  regional  intermediaries  to  serve  all  agencies  within 
designated  areas  effective  with  cost  reporting  periods  beginning  on  or  after 
October  1,  1983.  This  is  discussed  in  more  detail  later  in  this  section. 
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o    The  medical  documentation  in  agency  case  files  was  often  not  complete, 
and  many  certified  HHAs  failed  to  maintain  adequate 
clinical  records. 

o    The  intermediaries  lacked  access  to  proper  medical  records  to 

substantiate  claims, 
o    HCFA  has  the  capability  to  generate  comparative  data  on  home  health 

utilization  but  does  not  use  this  capability  to  its  full  potential, 
o    Systems  for  early  identification  of  patients  expected  to  require  long-term 

care  need  to  be  developed  or,  where  they  exist,  strengthened, 
o    Institutional  providers  prefer  the  least  disabled  individuals  and  there  are 

no  incentives  to  encourage  providers  to  accept  case  mix  patients  who 

require  maintenance  care. 

A  proper  consideration  of  these  factors  in  the  current  reimbursement  system 
should  be,  according  to  the  Senate  report,  an  integral  portion  of  any  new  study  of 
reimbursement  mechanisms  including:  capitation  payments,  prospective 
reimbursement,  and  fee  schedules.  The  committee  also  recommended  that  the 
Secretary  not  limit  the  Department's  study  to  only  the  primary  participants 
(private  payers,  intermediaries,  agencies  and  hospitals),  but  should  also  include  the 
secondary  participants  (physicians,  nurses,  therapists,  program  administrators, 
social  workers,  client  assessment  teams,  family,  etc.).  (U.S.  Senate,  Committee  on 
Labor  and  Human  Resources,  Report  No.  97-325,  pp.  32-33.) 

Changing  the  reimbursement  method  from  the  present  retrospective  cost- 
based  system  to  an  alternative  payment  strategy  would  address  many  of  these 
problems.   Although  the  current  limits  provide  some  cost  containment  incentives 
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for  providers  who  fall  above  the  limits,  only  a  prospective  payment  approach  would 
ensure  the  development  of  cost  conscious  behavior  by  all  providers.  Alternative 
payment  strategies  could  require  adjustments,  at  least  initially,  to  provide  for 
uniqueness  among  providers.  Urban-rural  differences  in  costs  are  already 
considered  as  are  differences  in  costs  for  hospital-based  and  freestanding  agencies 
that  are  due  to  Medicare  cost  allocation  procedures.  Additional  variables  that 
could  account  for  legitimate  variations  in  costs  such  as  case  mix  variables  will  be 
considered  in  greater  detail  in  Section  3.0. 

Some  of  the  problems  in  home  health  reimbursement  such  as  administrative 
problems  need  to  be  addressed  regardless  of  the  reimbursement  method  employed. 

As  discussed  in  Section  1,  utilization  of  home  health  services  under  Medicare 
has  been  controlled  primarily  through  eligibility  criteria;  consequently,  the 
definitions  of  eligibility  criteria  are  critical.  The  problems  with  interpretation  of 
eligibility  criteria  are  discussed  in  detail  in  a  GAO  report  (GAO,  1981).  The  GAO 
study  reviewed  37  HHAs  and  found  27  percent  of  the  visits  to  be  either  not  covered 
or  "questionable."  The  two  major  reasons  were  that  beneficiaries  did  not  meet 
Medicare's  home-bound  criteria  or  the  services  were  not  medically  necessary. 
GAO  found  that  the  home-bound  requirement  of  the  program  was  especially 
difficult  to  administer  and  recommended  that  the  home-bound  criteria  be  clarified. 

To  provide  strengthened  assurance  that  payment  would  be  made  only  for 
home  health  services  that  meet  coverage  requirements,  HCFA  put  into  effect,  in 
November  1981,  a  new  HHA  coverage  compliance  review  program.  Under  this 
procedure,  intermediary  review  of  HHA  bills  is  monitored  by  conducting  onsite 
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review  of  agency  medical  records  to  determine  whether  payments  were 
appropriate. 

Recent  data  from  audits  conducted  during  fiscal  year  1983  in  nine  of  the  ten 
HCFA  administrative  regions  showed  that  intermediaries  denied  payment  on  1.6 
percent  of  the  bills  submitted  by  HHAs.  The  onsite  medical  records  audit  showed 
that  12.0  percent  of  the  bills  submitted  were  for  services  that  did  not  meet 
coverage  criteria.  In  order  to  strengthen  the  bill  processing  system  further,  HCFA, 
beginning  October  1,  1983,  implemented  a  system  of  regional  intermediaries  to 
serve  HHAs  within  designated  areas.  Pursuant  to  the  Deficit  Reduction  Act  of 
1984  (P.L.  98-369),  HCFA  concentrated  claims  review  in  10  regional 
intermediaries.  Regulations  implementing  this  change  have  beeen  published  in  the 
Federal  Register.  This  should  increase  the  rigor  of  the  review  process  and 
promote  greater  consistency  in  making  coverage  determinations. 

Working  under  current  authority,  HCFA  is  developing  instructions  to  the  regional 
intermediaries  which  will  implement  a  series  of  medical  and  utilization  reviews 
focused  on  the  use  of  home  health  services.  This  initiative  contemplates:  (1) 
automated  development  of  provider  profiles,  (2)  review  of  physician  compliance 
with  coverage  guidelines,  (3)  identifying  providers  with  a  pattern  of  furnishings 
excessive  services,  (4)  increasing  direct  contacts  with  agency  clients  to  verify  their 
homebound  status,  and  (5)  targeting  for  special  review  beneficiaries  who  receive 
over  100  visits  in  a  calendar  year  and  physicians  who  order  daily  visits  for  periods 
exceeding  HCFA  guidelines.  This  initiative  should  increase  assurance  that 
payments  will  be  made  for  only  medically  necessary  home  health  services. 
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2.3         Sources  of  Growth  in  Medicare  Home  Health  Expenditures  6/ 

Medicare  reimbursed  HHAs  $662.1  million  in  1980,  an  increase  of  368  percent 
from  the  amount  reimbursed  in  1974,  $141.5  million.  While  these  expenditures 
remain  a  relatively  small  proportion  of  total  Medicare  reimbursement,  they 
represent  one  of  the  fastest  growing  benefits  in  the  program.  Between  1974  and 
1980,  home  health  services  increased  from  1.16  to  1.95  percent  of  total  Medicare 
expenditures.  This  rapid  rate  of  increase  has  focused  attention  on  the  methods  of 
payment  for  these  services.  An  analysis  of  the  composition  of  expenditure  growth 
can  place  policy  alternatives  in  perspective. 

""he  total  Medicare  reimbursement  for  home  health  visits  in  a  given  year  can 
be  represented  by  the  following  equation  U: 

Total  Visit  Reimbursements  ($)  =  E  x  PS/E  x  V/PS  x  ($)/V 

Where: 

Total  Visit  Reimbursements  are  the  total  Medicare  reimbursements  for  home 

health  visits  in  the  year. 

E  is  the  total  Medicare  enrollment  on  July  1  of  the  year  in  question. 

PS/E  is  the  proportion  of  the  Medicare  enrollees  receiving  home  health  visits 

during  the  specified  year;  usually  expressed  as  persons  served  per  1,000 

Medicare  enrollees. 


£/  The  ensuing  analysis  is  based  on  data  from  1974  to  1980.  At  this  writing, 
person-based  data  were  not  available  for  years  after  1980. 

V  As  noted  earlier,  reimbursements  for  home  health  visits  were  derived  by  taking 
the  ratio  of  visit  charges  to  total  charges  and  applying  it  to  the  total 
reimbursements  received  by  HHAs. 


32 

V/PS  is  the  average  number  of  home  health  visits  received  by  each  person 

served  during  the  specified  year. 
($)/V  is  the  average  cost  (reimbursement)  per  home  health  visit  during  the 

year. 

By  comparing  the  values  of  the  factors  on  the  right  side  of  the  equation  for  2 
different  years,  their  contribution  to  the  rise  in  reimbursements  for  home  health 
visits  during  the  interval  can  be  estimated.  Further,  by  taking  into  account  the 
price  rises  during  the  interval,  one  can  estimate  the  extent  to  which  inflation  in 
the  general  economy  affected  home  health  costs  per  visit.  The  values  of  the 
factors  appearing  in  the  equation  are  shown  in  Table  3  for  1974  and  1980. 
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TABLE  3 


Changes  in  Factors  Affecting  Medicare  Reimbursements  for 
HHA  Visits,  1974  and  1980 


Average  Annual 
Percent  Increase 

Factor  1974  1980  1974-1980 


Total  HHA  Charges  (000) 

$147,499 

$770,703 

31.7 

Total  Visit  Charges  (000) 

$137,406 

$734,718 

32.2 

Ratio  of  Visit  to  Total  Charges 

.932 

.953 

Total  HHA  Reimbursements  (000) 

$141,464 

$662,133 

29.3 

Costs  of  HHA  Visits  (000)  1/ 

$131,844 

$631,012 

29.8 

Total  Home  Health  Visits  (000) 

8,070 

22,428 

18.6 

Cost  Per  HHA  Visit 

$  16.34 

$  28.14 

9.5 

Medicare  Enrollment  (000) 

24,201 

28,478 

2.7 

Persons  Served 

392,700 

957,400 

16.0 

Persons  Served  Per  1,000 
Enrollees 

16.2 

33.6 

12.9 

Visits  Per  Person  Served 

20.6 

23.4 

2.1 

GNP  Deflator  2/ 

.870 

1.349 

7.6 

HHA  Market  Basket 
Index  1/ 

.838 

1.413 

9.1 

1 /Estimated  by  applying  ratio  of  visit  charges  to  total  charges  to  total  HHA 
reimbursements. 

i/The  Gross  National  Product  (GNP)  deflator  is  used  instead  of  the  better  known 
consumer  price  index  (CPI)  because  it  reflects  price  effects  throughout  the  economy 
rather  then  just  the  goods  and  services  used  in  households.  Base  year  is  1976  where 
deflator  =  1.000. 

3/The  HHA  Market  Basket  Index  was  developed  by  HCFA  to  compute  the  effect  of  price 
changes  on  the  factors  used  by  HHAs  to  provide  services.  Base  year  is  1976  where  index  = 
1.000. 
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2.3.1       Contributions  to  the  Rise  in  Home  Health  Visit  Reimbursements 

Analysis  of  the  data  in  Table  3  shows  the  following  contributions  of  the  factors  in 
the  above  equation  to  the  rise  in  Medicare  home  health  visit  reimbursements  between 
1974  and  1980:  8/ 


Growth  of  Medicare  Enrollment  9.9  percent 
Increase  in  the  proportion  of  Medicare  enrollees 

receiving  home  health  visits  47.5  percent 

Increased  visits  per  person  served  7.7  percent 

Increased  average  cost  per  visit    34.9  percent 

Total  100.0 

Analysis  of  the  effects  of  inflationary  factors  on  the  rise  in  average  cost  per  visit 
showed  the  following  contributions: 

General  economy-wide  inflation  80.9  percent 
Inflation  in  the  HHA  market  basket  in 

excess  of  general  inflation  14.9  percent 
Cost  increase  per  visit  not  explained  by 

inflation  (residual)  4.2  percent 

The  above  analysis  shows  that  96  percent  of  the  rise  in  the  average  home  health 
visit  costs  were  due  to  inflationary  factors  in  the  economy;  only  4  percent  represented  a 
real  cost  increase  beyond  that  required  to  recoup  the  effects  of  inflation  on  the  costs  of 
rendering  services. 


i/  The  contributions  were  computed  using  the  Denison  method.  See  Herbert  E.  Klarman, 
Dorothy  P.  Rice,  Barbara  S.  Cooper,  and  H.  Louis  Stettler,  III: 

Sources  of  Increases  in  Selected  Medical  Care  Expenditures,  1929-1969,  Social  Security 
Administration,  Office  of  Research  and  Statistics  Paper  No.  4,  April  1970. 
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Real  cost  increases  are  often  attributed  to  increased  intensity  of  inputs/quality  per  visit, 
a  change  in  the  mix  of  services,  a  change  in  the  nature  of  the  case  mix  being  served,  or  a 
combination  of  these  and  other  factors  not  explicitly  identified.  This  is  discussed  in  the 
next  section. 

2.3.2       Increases  in  the  Average  Cost  Per  Visit 

A  reimbursement  system  using  the  visit  as  the  unit  for  reimbursement  could  be 
expected  to  exert  control  over  the  average  reimbursement  per  visit.  However,  as  shown 
above,  about  96  percent  of  the  rise  in  average  visit  costs  could  be  considered  beyond  the 
control  of  individual  HHAs  and  unaffected  by  reimbursement  policy.  Between  1974  and 
1980,  the  inflation-adjusted  cost  per  visit  (i.e.,  the  real  cost  increase)  rose  at  an  average 
annual  rate  of  only  0.4  percent.  That  is,  the  average  cost  per  visit  increased  at  this  rate 
after  adjusting  for  identifiable  inflationary  factors.  In  view  of  the  rapid  advances  in 
medical  care  during  the  past  decade  or  so,  such  "excess"  increases  after  inflation  are 
often  attributed  to  greater  intensity  /quality  per  unit  of  service.  Other  factors  which 
could  affect  the  real  increase  in  costs  would  be  changes  in  the  service  mix  furnished  by 
agencies,  changes  in  the  case  mix  treated  by  the  agencies  (which  would  affect  the  service 
mix),  or  a  combination  of  these  factors  together  with  others  that  are  not  explicitly 
identified.  The  following  discussion  examines  the  changes  in  the  service  mix  furnished  by 
HHAs  between  1974  and  1980. 

The  average  cost  per  visit  is  an  average  of  the  costs  for  different  types  of  visits 
weighted  by  the  number  of  visits  of  each  type.  Changes  in  costs  for  different  visit  types 
and  changes  in  the  distribution  of  the  visits  would  affect  the  average  cost  per  visit. 
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As  can  be  seen  in  Table  4,  there  was  a  major  shift  in  the  percent  distribution  of  nursing 
care  and  home  health  aide  visits.  Of  all  the  types  of  home  health  visits  shown,  nursing 
care  visits  have  had  the  lowest  annual  compounded  rate  of  growth  (28.7  percent).  As  a 
result,  nursing  care  visits  as  a  proportion  of  all  home  health  visits  decreased  from  65.5 
percent  in  1974  to  55.7  percent  in  1980.  Home  health  aide  visits,  which  increased  at  an 
average  annual  rate  of  38.7  percent,  rose  from  20.5  percent  of  all  visits  in  1974  to  27.3 
percent  in  1980. 

If  it  is  granted  that  differences  in  average  agency  charges  per  visit  reflect  a 
difference  in  the  significance/importance/intensity  of  the  service  rendered,  visits  by 
nurses  may  be  considered  as  providing  a  greater  level  of  intensity  per  visit  than  that  of 
the  home  health  aide.  As  far  as  the  nurse  and  home  health  aide  mix  is  concerned,  there 
appears  to  be  reason  to  suspect  some  decrease  in  the  intensity  of  the  average  home  health 
visit.  However,  the  increased  proportion  of  visits  provided  by  physical,  speech,  and 
occupational  therapists  and  medical  social  workers  may  have  resulted  in  a  net  increase  to 
the  intensity  factor  and,  thereby,  partly  explain  the  rise  in  the  real  average  visit  cost. 

The  available  data  do  not  permit  an  examination  of  the  reasons  behind  the  change  in 
the  nursing/home  health  aide  service  mix.  There  are  no  data  to  examine  whether  the  shift 
occurred  in  response  to  changes  in  the  case  mix  served  by  the  agencies.  An  increase  in 
the  complexity  of  the  case  mix  would  indicate  that  the  small  rate  of  increase  in  the  "real" 
cost  of  HHA  visits  resulted  from  greater  effectiveness  and/or  efficiency  in  the  use  of 
HHA  staff  resources.  A  less  complex  case  mix  would  explain,  in  part,  the  shift  in  the 
distribution  between  nursing  and  home  health  aide  visits,  but  raise  questions  about  the 
increase  in  the  average  number  of  visits  per  person  served. 


Table  4 

Distribution  of  Charges  and  Visits  by  Type  of  Visit,  1974  and  1980 


Annual 

 1974   1980   Compounded 

Percent  Percent  Rate  of  Growth 

Number  Distribution  Number  Distribution  (Percent) 


Total  V i <ti t  Pharpp<;  fOOO} 

<  137.406 

100.0 

$734,718 

100.0 

32.3 

Nursing  Care 

89,989 

65.5 

409,206 

55.7 

28.7 

Homp  Hpalth  Aide 

28, 187 

20.5 

200,512 

27.3 

38.7 

Physical  Therapy 
Otheri' 

15,439 
3,790 

11.2 
2.8 

90,442 
34,558 

12.3 
4.7 

34.3 
44.5 

Number  of  Visits  (000) 

8,070 

100.0 

22,428 

100.0 

18.6 

Nursing  Care 

5,217 

64.6 

11,848 

52.8 

14.7 

Home  Health  Aide 

1,888 

23.4 

7,197 

32.1 

25.0 

Physical  Therapy 
Other!/ 

784 
181 

9.7 
2.2 

2,491 
892 

11.1 
4.0 

21.3 
30.5 

Average  Charge  per  Visit 

$  17.03 

$  32.76 

11.5 

Nursing  Care 

17.25 

34.54 

12.6 

Home  Health  Aide 

14.93 

27.86 

11.0 

Physical  Therapy 
Other!/ 

19.69 
20.94 

36.31 
38.74 

10.7 
10.8 

y  Other  includes  occupational  therapy,  speech  therapy,  medical  social  service  and 
other  disciplines. 
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2.3.3       Increase  in  Number  of  Persons  Served 

It  is  interesting  to  analyze  the  growth  in  the  number  of  persons  served  in  a 
similar  fashion,  again  to  focus  on  the  implications  for  HHA  behavior  and  the 
possibilities  for  policy  to  control  total  expenditures.  While  persons  served  by  HHAs 
grew  at  a  rapid  annual  rate  of  16.0  percent,  the  Medicare  enrollment  was  growing 
at  only  2.7  percent  per  year  over  the  period  1974  to  1980.  Thus,  the  rate  of  use  of 
home  health  services  by  the  Medicare  population,  persons  served  per  thousand 
enrolled,  more  than  doubled  from  16.2  users  per  thousand  to  33.6  users  per 
thousand,  for  an  annual  rate  of  increase  of  12.9  percent  (see  Table  3).  Enrollment 
growth  and  increasing  access  to  home  health  care  by  the  Medicare  population  were 
responsible  for  57  percent  of  the  increase  in  total  home  health  visit 
reimbursements  between  1974  and  1980.  The  increase  in  the  number  of  persons 
receiving  services  coupled  with  the  number  of  visits  received  by  each  person  served 
resulted  in  a  178  percent  increase  in  the  volume  of  visits  between  1974  (8.1  million 
visits)  and  1980  (22.4  million  visits).  This  represented  an  average  annual  increase 
of  18.6  percent. 

An  examination  of  agency  behavior  over  this  period  can  also  provide  some 
insight  into  this  rapid  outreach  and  expansion  of  utilization.  The  number  of  HHAs 
grew  from  2,343  in  July  1974  to  2,924  in  July  1980  while  the  average  annual  patient 
load  of  each  agency  almost  doubled  £/.  The  increase  in  use 


£/  Between  1974  and  1980,  using  the  data  shown  in  Table  8,  the  average  Medicare 
patient  load  per  certified  HHA  increased  from  167.6  to  327.4.  This  represented  an 
average  annual  rate  of  growth  of  11.8  percent. 
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by  the  Medicare  population  was  thus  associated  with  an  expansion  in  the  number  of 
agencies  and  the  size  of  their  Medicare  caseloads.  However,  it  is  unclear  to  what 
extent  increased  use  represented  a  more  active  outreach  of  agencies  in  existing 
markets  or  the  proliferation  of  agencies  to  previously  unserved  areas.  An 
important  concomitant  question  is  whether  the  nature  of  the  "average"  caseload 
changed.  Available  data  do  not  permit  this  question  to  be  directly  addressed.  The 
nature  of  caseload  expansion  deserves  further  examination  however,  because  the 
number  of  certified  agencies  has  been  increasing  rapidly  since  the  passage  of  the 
Omnibus  Reconciliation  Act  of  1980.  By  June  1985  there  were  over  5,965  certified 
HHAs.  In  addition,  as  noted  earlier,  studies  indicate  that  many  persons  receiving 
home  health  services  do  not  meet  the  criteria  of  eligibility  for  these  services 
and/or  receive  unnecessary  services.  This  has  resulted  in  the  strengthened  audit 
procedures  and  regionalization  of  the  intermediaries  for  HHAs,  as  described 
earlier. 

2.3.4       Changes  in  the  Distribution  of  Visits  Per  Person  Served 

Table  5  shows  that  the  proportion  of  persons  served  receiving  nursing  care 
visits  held  steady  at  about  95  percent  between  1974  and  1980.  However,  the 
proportion  receiving  other  types  of  service  visits  increased.  The  proportion 
receiving  home  health  aide  visits  increased  from  24  to  36  percent,  while  the 
proportion  receiving  social  work,  speech  therapy,  and  occupational  therapy  visits 
more  than  doubled,  from  7  to  14  percent.  Thus,  not  only  are  the  number  of  persons 
receiving  home  health  services  rapidly  increasing,  but  they  are  receiving  a  broader 
range  of  services.  Tables  6  and  7  show  how  the  distribution  of  types  of  visits 
received  by  persons  served  changed  between  1974  and  1980. 
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Table  5 

Distribution  of  Persons  Served  by  Type  of  Home  Health  Service, 
Selected  Years,  1974-1980 


Annual 
Compounded 

1974  1976  1978  1980  Rate  of  Growth 


All  Persons  (000) 

392.7 

588.7 

769.7 

957.4 

16.0 

Nursing  Care  (000) 

375.2 

564.5 

735.9 

909.1 

15.9 

Home  Health  Aide  (000) 

96.0 

180.2 

261.4 

346.6 

23.9 

Physical  Therapy  (000) 

75.3 

126.0 

178.3 

243.3 

21.6 

Otherl/  (000) 

26.1 

67.0 

95.9 

135.4 

31.6 

Percent  of  Persons  Served 

All  Persons 

100.0 

100.0 

100.0 

100.0 

Nursing  Care 

95.5 

95.9 

95.6 

95.0 

Home  Health  Aide 

24.4 

30.6 

34.0 

36.2 

Physical  Therapy 

19.2 

21.4 

23.2 

25.4 

Otherl/ 

6.6 

11.4 

12.5 

14.1 

XI  Includes  speech  or  occupational  therapy,  medical  social  services  and  other  health  disciplines. 
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Table  6 

Number  of  Visits  Per  Person  Receiving  Each  Visit  Type, 
Selected  Years,  1974-1980 


Type  of  Visit 

1974 

1976 

1978 

1980 

Annual  Compounded 
Rate  of  Growth  (%) 

Total 

20.6 

22.7 

22.5 

23.4 

2.15 

Nursing  Care 
Home  Health  Aide 
Physical  Therapy 
Otherl/ 

13.9 
19.7 
10.4 
6.9 

14.0 
20.9 
10.2 
6.0 

13.1 
20.4 
9.7 
6.5 

13.0 
20.8 
10.2 
6.7 

-1.11 
.91 
-.32 
-.49 

1/  Includes  speech  or  occupational  therapy,  medical  social  services,  and  other  health 
disciplines. 


Table  7 

Distribution  of  Visits  Per  Average  Person  Served  by  Visit  Type, 
Selected  Years,  1974-1980 


Annual  Compounded 


Type  of  Visit  1974         1976         1978         1980         Rate  of  Growth  (%) 


Total  20.6  22.7  22.5  23.4  2.12 

Nursing  Care  13.3  13.4  12.6  12.4  -1.2 

Home  Health  Aide  4.8  6.4  6.9  7.5  7.4 

Physical  Therapy  2.0  2.2  2.3  2.6  4.4 

Otherl/  0.5  0.7  0.8  0.9  9.8 


y  Includes  speech  or  occupational  therapy,  medical  social  services,  and  other  health 
disciplines. 
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2.3.5       Increase  in  Home  Health  Services  by  Agency  Type 

HHAs  under  different  auspices  have  grown  at  different  rates  and  have  contributed 
to  different  extents  to  the  growth  of  home  health  services.  Different  types  of  HHAs  also 
may  respond  differently  to  incentives  in  a  reimbursement  system.  In  order  to  understand 
better  the  implications  of  different  reimbursement  modes  for  different  agency  types,  the 
growth  in  services  will  be  examined  by  agency  type. 

The  structure  of  the  home  health  industry  may  be  changing.  Between  1974  and  1980 
proprietary  and  private  nonprofit  agencies  grew  at  the  fastest  rate  in  terms  of  number  of 
agencies,  visits,  total  visit  charges,  persons  served  and  charges  per  visit  (Table  8).  They 
were  then  generally  followed  by  hospital-based  agencies  and  visiting  nurse  associations 
(VNAs). 

Private  nonprofit  agencies  and  VNAs  contributed  most  to  the  increase  in  total  visit 
charges  W  because  of  their  increased  volume  of  services  provided,  but  the  volume  of 
services  provided  by  proprietary  agencies  is  also  growing  at  a  rapid  rate.  Charges  per 
visit  of  proprietary  and  private  nonprofit  agencies  have  grown  at  the  fastest  rate  and  have 
played  (and  could  continue  to  play)  an  increasingly  significant  role  in  the  growth  of  total 
expenditures  for  home  health  services. 


W  Reimbursement  data  by  type  of  agency  are  not  available  for  1974. 
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Table  8 

Contribution  to  the  Increase  in  the  Number  of  Medicare  HH  As,  Visits,  Visit  Charges,  and  Persons  Served  by 

Type  of  Agency,  1974  To  1980 

"Afi  Visiting  Nurse  Combined  Hospital- 

Agencies  Association  Government  Based  Proprietary  Private  Nonprofit 

and  Voluntary  Government 


No.  of  Agencies 
1974  (•,%)  „, 
1980  (I,  %)  V 

Rate  of  Growth  <%) 
Contribution  to  Total 


2,343 
2,858 


(100.0) 
(100.0) 


3.37 
100.0 


S33 
511 


(22.7) 
(17.9) 


-0.70 
-3.9 


52    (2.2)  1,299    (55.4)  277    (11.8)  182(7.8)  1/ 

50    (1.7)  1,274    (44.8)  349    (12.2)  185    (5.8)  509  (17.8) 

-0.85  -0.32  3.93  24.38 

-0.3  -4.5  13.0  95.58 


Total  Visits  (000) 
1974  (I,  %) 
1980  (#,%) 

Rate  of  Growth  (%) 
Contribution  to  Total 


8,070 
22,428 


(100.0) 
(100.0) 


18.57 
100.0 


3,585 
8,434 


(44.2) 
(37.8) 


15.43 
31.2 


280  (3.5) 
303  (1.4) 

1.32 


1,843  (22.8) 
3,568  (15.9) 

11.84 
11.2 


90S  (11.2) 
2,417  (10.8) 

17.79 
18.8 


375  (4.6) 
1,588  (7.1) 

26.64 

7.6 


1,102  (13.7) 
6,119  (27.3) 

33.07 
31.2 


Total  Visit  Charges  (000) 
1974  (I, %) 
1980  (I, %) 

Rate  of  Growth  (%) 
Contribution  to  Total 


$137,406 
$734,718 


(100.0) 
(100.0) 


32.24 
100.0 


55,973  (40.7) 
244,102  (33.2) 

27.82 
32.4 


5,054  (3.7) 
9,777  (1.3) 

11.63 
1.0 


27,365  (19.9) 
94,189  (12.8) 

22.88 
12.0 


19,832  (14.1) 
92,088  (12.5) 

29.16 
12.3 


7,303  (5.3) 
60,580  (8.2) 

42.28 

8.5 


22,399  (16.3) 
233,982  (31.8) 

47.85 
33.8 


Persons  Served  (000) 
1974 (I, %) 
1980(1,%) 

Rate  of  Growth  (%) 
Contribution  to  Total 


Visits  per  Person 
1974 
1980 

Rate  of  Growth  (%) 

Charge  per  Visit  ($) 
1974 
1980 

Rate  of  Growth  (%) 


392.7  (100.0) 
957.4  (100.0) 


16.01 
100.0 


20.6 
23.4 

2.15 


17 

33 

11.69 


189.0  (48.1) 
376.9  (39.4) 


12.19 
33.6 


18.9 
22.4 


2.87 


16 
29 

10.42 


18.4  (4.7) 
16.2  (1.7) 


-2.1 
-0.5 


15.2 
18.7 

3.51 


18 

32 

10.06 


90.0  (22.9) 
173.5  (18.1) 


11.56 
14.9 


20.5 
20.6 

0.08 


15 
26 

9.60 


47.0  (12.0) 
113.8  (11.9) 


15.88 
11.8 


19.3 
21.2 

1.58 


21 
38 

10.38 


12.0  (3.1) 
61.7  (6.4) 


31.38 
8.7 


31.2 
25.7 

-3.18 


19 
38 

12.25 


36.4  (9.3) 
215.3  (22.5) 


34.48 
31.4 


30.3 
28.4 

-1.07 


20 
38 

11.29 


y  Proprietary  and  Private  Nonprofit  agencies  not  counted  separately  prior  to  1975. 
y  As  of  December  31,  1979. 


44 

2.3.6  Policy  Implications  of  the  Factors  Contributing  to  the  Growth  of  Home 
Health  Expenditures 
The  previous  sections  examined  the  sources  of  growth  of  home  health 
expenditures.  Several  important  factors  were  identified.  First,  the  major 
contribution  to  the  growth  of  Medicare  home  health  expenditures  between  1974  and 
1980  was  the  increase  in  the  number  of  persons  served  and  the  resulting  increase  in 
the  total  number  of  services  being  furnished.  Given  the  liberalizing  provisions  of 
the  Omnibus  Reconciliation  Act  of  1980,  this  factor  is  likely  to  continue  providing 
a  major  impetus  to  the  growth  of  home  health  expenditures.  The  removal  of  the 
prior  hospitalization  requirement  and  the  extension  of  certification  to  proprietary 
agencies  were  measures  that  may  contribute  significantly  to  this  dynamic.  Of 
particular  note  has  been  the  increase  in  the  number  of  certified  agencies  to  4,200 
by  the  end  of  1983  and  further  increasing  to  5,965  by  June  1985.  Between  1974  and 
1980,  the  average  number  of  clients  served  by  each  agency  more  than  doubled. 

Much  of  the  increase  in  average  cost  per  visit  was  attributable  to  the  effects 
of  general  inflation  and  the  even  greater  increases  in  the  costs  to  HHAs  of  the 
input  factors  needed  to  furnish  home  health  services.  During  the  1974-1980  period, 
there  was  a  significant  growth  in  the  proportion  of  home  health  visits  represented 
by  home  health  aide  services  and  a  decrease  in  the  proportion  of  nursing  care 
visits.  There  was  a  small  increase  in  the  proportion  of  visits  represented  by 
physical,  speech,  and  occupational  therapy  and  medical  social  services.  It  is 
unclear  whether  these  shifts  represented  a  response  to  a  change  in  the  nature  of 
the  "average"  agency  client  and  whether  the  mix  of  services  furnished  in  1980  were 
more  or  less  complex/intense  than  those  furnished  in  1974.    Whether  these  factors 
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taken  singly  or  in  combination  should  have  resulted  in  a  rise  in  overall  visit  costs 
significantly  greater  or  even  less  than  the  effects  of  inflation  is  not  possible  to 
determine  from  available  data. 

In  light  of  the  unclear  interrelationships  of  these  factors,  it  might  be  argued 
that  caution  should  be  taken  in  considering  a  change  from  the  current  method  of 
paying  for  home  health  services.  However,  it  is  important  to  note  that 
reimbursement  systems  that  are  alternatives  to  the  present  cost-based  system 
must  still  be  considered  for  the  dynamics  they  could  induce  in  provider  behavior. 
They  could  improve  and  reward  increased  efficiency  while  avoiding  an  adverse 
impact  on  the  quality  of  the  services.  These  objectives  are  discussed  more  fully  in 
Section  3.0.  The  following  section  reviews  studies  of  operating  factors  affecting 
the  costs  of  services  furnished  by  HHAs. 

2.4         Sources  of  Variation  in  Home  Health  Costs:  A  Literature  Review 

Even  though  costs  per  visit  and  costs  per  patient  served  does  not  appear  to  be 
solely  responsible  for  the  recent  burgeoning  of  Medicare  home  health  expenditures, 
the  level  of  costs  per  unit  may  still  be  unnecessarily  high  for  some  providers.  If 
some  agencies  provide  care  inefficiently,  Medicare  could  achieve  cost  savings  by 
establishing  with  providers  a  more  prudent  cost  standard.  Inefficiency  can  be 
suspected  if  costs  vary  widely  for  what  appears  to  be  the  same  service.  Further 
cost  analyses  of  the  factors  that  affect  home  health  costs  can  be  used  to  assess 
how  much  of  cost  variation  is  due  to  quality  of  care  and  patient  mix  differences 
(i.e.,  service  need  differences);  how  much  is  due  to  uncontrollable  factors  like  local 
wage  level  and  transportation  costs;  and  how  much  is  associated  with  provider 
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objectives,  payer  mix,  scale  of  production,  and  other  unexplained  factors  that  may 
represent  efficiency  variations  which  Medicare  should  not  underwrite. 

Briefly,  a  number  of  critical  questions  on  home  health  care  costs  need  to  be 
raised  and  examined: 

o    What  is  the  variation  in  cost  per  case  or  cost  per  visit  by  provider 
discipline? 

o    How  much  variation  can  be  explained  by  various  factors? 
o    What  factors  affect  cost  per  case  or  per  visit: 

-  patient  type? 

-  scale  of  production? 

-  local  wage  costs? 

-  transportation  costs? 

-  freestanding  or  hospital-based  agency  ? 

-  agency  type:    visiting  nurse  association,  government,  other  nonprofit, 
for-profit? 

-  payer  mix? 

Unfortunately,  routine  data  sources  to  answer  these  questions  in  the  past 
have  been  less  than  ideal  Cost  data  appropriate  for  such  analyses  should  improve 
under  current  requirements  for  more  uniform  Medicare  home  health  cost  reporting. 
However,  several  descriptive  and  analytical  studies  can  nevertheless  provide 
insight  into  some  of  the  key  research  questions.  Studies  presenting  descriptive 
statistics  for  costs  per  patient  within  a  single  agency  include  Health  Systems 
Agency  (HSA)  of  New  York  City  (1978)  and  Day  (1980)  (Table  9). 
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A  study  by  the  Inspector  General  (1981)  presents  average  charges  by  agency 
type.  Two  studies,  Kurowski  et  al.  (1979)  and  Hay  (1982),  present  first  attempts  to 
apply  econometric  analysis  to  home  health  costs  per  case  and  per  nursing  visit, 
respectively,  but  both  are  limited  in  scope.  Rosenfeld  (1980)  presents  some 
correlation  analyses  using  cost  per  patient  in  a  study  of  45  Massachusetts  agencies. 
Work  in  progress  at  the  Brandeis  Center  for  Health  Policy  Analysis  and  Research 
(Bishop  and  Stassen,  1983)  also  has  data  limitations,  but  is  yielding  descriptive  and 
multivariate  econometric  results  on  per  visit  home  health  costs  in  three  States. 
The  only  analysis  using  national  data  is  that  carried  out  to  set  Medicare  ceilings  on 
costs  per  visit  by  discipline.  This  has  involved  ranking  costs  per  visit  with 
standardized  labor  costs;  the  effects  of  factors  such  as  scale  and  patient  mix  have 
not  been  investigated. 

Since  analysis  of  home  health  care  costs  vary  by  time  period  and  types  of 
data  examined,  observations  about  the  determinants  of  costs  are  necessarily 
limited.  Yet  these  observations  can  yield  some  conclusions  to  guide  the  direction 
of  reimbursement  policy,  as  well  as  assist  future  research. 

2.4.1       How  Much  Do  Costs  Vary? 

Variation  in  both  cost  per  visit  and  cost  per  case  appears  to  be  significant. 
National  data  indicate  that  home  health  care  charges  vary  widely.  For  example, 
charges  per  visit  nationwide  averaged  $33  in  1980  but  ranged  from  a  low  of  $17  in 
Iowa  to  a  high  of  $45  in  Georgia.  While  the  mix  of  visit  types  provided  in  States 
may  contribute  much  to  the  variation  in  average  cost  per  visit,  the  range  in 
charges  is  large.  Similar  variations  can  be  seen  in  visit  charges  per  person  served 
(i.e.,  per  case)  and  per  1,000  enrollees.  The  United  States  average  of  charges  per 
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Table  9 

Research  on  Costs  of  Home  Health  Care 


Cost  Basis 

Units  of  Analysis 

Location 

Per  Visit  Costs 

Hay 

74  Nonprofit  Agencies 

Connecticut 

Bishop  and  Stassen 
(In  progress) 

164  Agencies 

Tennessee 

Per  Case  Costs 

Kurowski,  et  al. 

2,101  Patients  in  4  VNAs 

Massachusetts 

677  In  4  hospital-based 
agencies 

Philadelphia 

Day 

7,420  Cases  in  one  agency 

San  Francisco 

HSA  OF  NYC 

356  Cases  in  one  agency 

New  York 

Rosenfeld 

45  Agencies 

Massachusetts 
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case  was  $760  in  1980  and  ranged  from  $356  in  Iowa  to  $1,237  in  Mississippi.  The 
average  visit  charges  per  1,000  enrollees  was  $25,700  in  1980  and  ranged  from 
$6,000  in  Arizona  to  $59,500  in  Mississippi.  The  availability  of  other  in-home  and 
community-based  long  term  care  services  (e.g.,  Medicaid,  Title  XX,  etc.)  may 
affect  these  ranges.  However,  the  variation  in  expenditures  between  States  is 
substantial. 

Bivariate  analyses  also  indicate  that  charges  per  visit  are  highest  for  persons 
age  65-68  ($34)  and  lowest  for  persons  80  years  old  and  over  ($32).  Charges  per 
visit  do  not  vary  by  sex,  are  lower  for  whites  then  for  nonwhites  ($32  vs.  $36)  and 
are  higher  in  metropolitan  than  in  nonmetropolitan  areas  ($34  vs.  $29). 

The  average  charge  per  visit  and  per  case  also  varies  significantly  for 
different  types  of  providers.  Table  10  shows  that  proprietary,  private  nonprofit, 
and  hospital-based  agencies  have  higher  charges  per  visit  for  all  visit  types,  and 
higher  charges  per  case  for  nursing  home  health  aide  and  physical  therapy  services 
than  do  VNAs  and  Government  agencies.il/ 

By  reimbursing  costs,  Medicare  is  indicating  a  willingness  to  pay  some 
agencies  significantly  more  than  others  for  what  is  ostensibly  the  same  service. 
Although  the  current  per  visit  caps  limit  costs  for  agencies  at  the  high  end  of  the 
range,  there  is  still  variation  in  the  cost  paid  at  the  lower  end.  Medicare  could  be 


W  Charges  and  costs  are  used  interchangeably  to  indicate  the  existence  of 
differences  rather  than  to  measure  exact  differences.  Although  the  relationship 
may  be  similar  in  some  cases  (e.g.,  higher  costs  and  charges  for  hospital-based  and 
proprietary  agencies)  it  is  not  true  for  all  (e.g.,  government  agencies  often  have 
low  charges  and  high  average  visit  costs). 


Table  10 


Average  Charge  per  Visit  and  Average  Visit  Charges 
Per  Person  Served  by  Type  of  Visit  and  Type  of  Agency,  1980 


Tvoe  of  Visit 

All 

Agencies 

Visiting 
Nursing 
Association 

Combined 
Government 
and  Voluntary 

Government 

Hospital- 
Based 

Proprietary 

Private 
Non-Profit 

Other  Ll 

Average  Charge  Per  Visit 

All  Visits 

$  33 

$  29 

$  32 

$  26 

$  38 

$ 

38 

$  39 

$  32 

Nursing  Care 

35 

31 

36 

30 

39 

41 

40 

34 

Health  Aid 

28 

24 

22 

20 

33 

3i 

35 

25 

Physical  Therapy 

36 

31 

32 

28 

41 

42 

42 

27 

Other  V 

38 

35 

35 

30 

43 

45 

41 

35 

AveraRe  Visit  Charges 

per  Person  Served 

All  Persons 

$  767 

$  647 

$  605 

$543 

$  809 

$ 

981 

$1,109 

$  755 

Nursing  Care 

450 

393 

426 

354 

493 

529 

595 

533 

Home  Health  Aide 

578 

499 

374 

454 

622 

601 

747 

510 

Physical  Therapy 

372 

284 

314 

259 

382 

506 

527 

348 

Other  2/ 

256 

222 

374 

233 

263 

247 

304 

302 

I)  Includes  rehabilitation  and  SNF-based  agencies. 

2/  Includes  speech  or  occupational  therapy,  medical  social  services,  and  other  health  disciplines. 
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satisfied  with  this  variation  in  payment  if  it  were  due  to  differences  in  the  quality 
or  intensity  of  the  services  provided.  The  variation,  however,  is  not  acceptable  if 
Medicare  is  paying  inefficient  providers  much  more  than  efficient  ones. 

2.4.2       How  Much  Cost  Variation  Can  Be  Explained? 

Kurowski  et  aL  (1979)  found  that  very  little  interagency  variation  in  cost  per 
case  could  be  explained.  The  proportions  of  the  explained  variance  (R2)  were  6.9 
percent  for  the  cases  for  four  Massachusetts  agencies  and  11.1  percent  for  cases  of 
four  Philadelphia  agencies. W  Interagency  variation  in  services  per  patient 
appeared  to  vary  significantly  even  when  diagnosis  and  functional  status  were  held 
constant.  Costs  differed  among  the  agencies  in  ways  that  were  not  explained  by 
the  independent  variables  employed.  This  unexplained  variation  may  be  due  to 
omitted  variables  and  inaccurate  data,  but  it  may  also  result  from  differences  in 
efficiency  across  agencies  which  Medicare  should  not  be  paying  for. 

2.4.2.1    Effect  of  Patient  Type 

Kurowski,  et  al.  (1979)  found  that  certain  patient  characteristics  (certain 
diagnoses  and  scores  on  an  activities  of  daily  living  scale)  were  significantly 
associated  with  costs  per  case. 


12/  Other  studies  now  available  cannot  be  compared  on  this  dimension  because  of 
differences  in  the  dependent  variable  used,  inclusion  of  inputs  in  the  cost  equation, 
or  their  preliminary  nature. 
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Rosenfeld  (1980)  found  that  average  cost  per  patient  for  45  agencies  was 
significantly  correlated  with  a  measure  of  averages  risk,  average  disability  at 
admission,  and  the  percent  "very  disabled." 

The  patient  mix  issue  is  of  special  importance  in  separating  appropriate  cost 
from  inefficiency  on  a  per  case  basis.  If  patients  with  differing  needs  receive 
differing  amounts  and  types  of  home  health  services,  it  is  critical  that  these 
differences  be  recognized.  Increased  reimbursement  would  give  recognition  to  the 
greater  intensity  of  services  required  or  the  longer  time  required  to  render  the 
services.  The  problem  is  that  the  premise  that  these  produce  better  services  or 
improved  outcomes  has  not  yet  been  verified  by  research.  Recent  advances  in 
patient  classification  should  enable  researchers  to  study  the  relationship  between 
patient  characteristics  and  services  (see  Stassen  and  Bishop,  1983).  These  can  then 
be  related  to  expected  costs  of  care. 

Studies  of  the  effect  of  patient  mix  on  home  care  costs  have  particular 
information  requirements.  It  is  likely  that  special  studies  will  have  to  be  carried 
out  to  produce  necessary  data.  Information  on  diagnosis  at  hospital  discharge  is 
available  in  the  Medicare  bill  file  for  patients  who  have  a  hospital  stay  preceding 
home  health  care  use.  Combining  this  with  data  for  particular  HHAs  would  be 
difficult,  but  has  been  done  on  a  patient-specific  basis  (see  Young  and  Fisher, 
1980).  The  preliminary  findings  of  both  Rosenfeld  and  Kurowski  et  al.,  that 
functional  status  affects  cost  per  case,  imply  that  data  on  functional  dimensions  of 
patient  status  are  also  needed.  These  are  not  now  produced  by  ongoing  data 
collection  efforts. 
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Also  in  need  of  investigation  is  the  effect  of  such  patient  characteristics  as 
age,  urban/rural  residence,  availability  of  family  members  to  assist  in  the  care 
plan,  and  the  patient's  self  care  capabilities  on  variation  in  the  number  and  mix  of 
visits  provided  per  case.  Variation  in  cost  per  case  can  be  seen  as  composed  of 
variation  in  costs  per  visit  by  discipline  and  variation  in  patterns  of  providing  visits 
to  patients.  Explanation  of  variation  in  visits  per  case  may  be  a  first  step  to 
understanding  variation  in  cost  per  case.  However,  even  within  single  agencies, 
allocation  of  resources  to  patients  has  not  been  easy  to  explain  on  the  basis  of 
patient  characteristics. 

o  Day  (1980)  found  that  payment  source  was  a  major  explanatory  factor  for 
visit  per  case.  That  is,  where  Medicare  or  Medicaid  were  available  to  pay  for 
services,  the  number  of  visits  were  likely  to  be  greater  (see  section  2.4.2.7  for 
further  discussion  of  payer  effect). 

o  Rosenfeld  (1980)  did  not  find  significant  correlations  between  visits  per 
case  by  type  and  patient  mix  measures  for  45  agencies  in  Massachusetts,  except 
that  home  health  visits  per  case  were  correlated  with  a  patient  risk  index 
(Rosenfeld,  1980,  Table  4.10). 

o  Utilization  statistics  presented  by  Kurowski  et  al.  (1981)  indicate 
systematic  variation  in  visits  per  case  by  functional  status  and  by  diagnosis  and 
living  arrangement  for  Massachusetts  cases. 
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2.4.2.2  Effect  of  Scale 

o  Hay's  (1982)  econometric  cost  per  visit  equation  shows  Connecticut 
agencies  operating  in  a  range  of  decreasing  average  costs,  so  that  increasing  scale 
could  decrease  average  cost. 

o  Preliminary  results  from  Bishop  and  Stassen  (in  progress)  show  no 
significant  economies  of  size  for  Tennessee  agencies  once  the  population  density  is 
included  in  the  equation.  It  appears  that  agencies  located  in  more  densely 
populated  areas,  which  happen  to  be  larger,  may  be  able  to  provide  less  costly 
visits  because  of  lower  transportation  times  and  costs. 

2.4.2.3  Local  Costs 

o    Current  HCFA  analysis,  used  to  set  cost  ceilings,  adjusts  for  a  local  wage 

index. 

o  Bishop  and  Stassen  (in  progress)  find  a  county  wage  variable  to  have  minor 
positive  effects  on  Tennessee  per  visit  costs. 

2.4.2.4  Transportation  Costs 

o  Share  of  total  costs  going  to  transportation  is  not  significantly  associated 
with  Connecticut  total  agency  costs  (Hay,  1982). 

o  Population  density  has  a  negative  but  insignificant  effect  on  per  visit  cost 
in  Tennessee  according  to  Bishop  and  Stassen  (in  progress). 
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2.4.2.5  Freestanding  vs.  Hospital-Based  Agencies 

o  HCFA  analysis  shows  reported  average  costs  per  visit  much  higher  for 
hospital-based  agencies. 

o  Kurowski  et  al.  (1981)  show  average  costs  per  case  for  four  Philadelphia 
hospital-based  agencies  significantly  higher  than  for  four  Massachusetts 
freestanding  agencies. 

2.4.2.6  Agency  Types 

o  Monier  and  Makowiecki  (1981)  show  national  averages  of  charges  per  visit, 
with  private  nonprofit  and  for-profit  agencies  the  most  expensive,  followed  by 
hospital-based  agencies,  VNAs,  and  government  agencies.  (Also  see  Table  9.) 

2.4.2.7  Payer  Mix 

Preliminary  results  suggest  that  special  attention  be  paid  to  a  variable  that 
theoretically  should  not  be  incorporated  in  reimbursement,  namely  the  proportion 
of  patients  whose  care  is  paid  for  by  various  sources.  The  problem  is  that  this 
variable  may  represent  patient  needs,  insofar  as  Medicare  patients  require 
recovery  and  rehabilitation  services  while  Medicaid  and  other  patients  require 
more  long-term  maintenance  services.  It  may,  however,  also  represent  the 
reimbursement  constraints  placed  on  the  agency  since  Medicare  in  general  has 
reimbursed  the  full  cost  of  services  while  Medicaid  may  be  less  generous. 
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The  price  of  private  pay  care  cannot  exceed  market-determined  limits.  The 
significant  relationship  of  Medicare  share  to  per  visit  or  per  case  cost  highlights 
the  fact  that  data  on  current  average  reimbursement  cannot  be  assumed  to 
represent  the  cost  of  efficient  production. 

o  Kurowski  et  al.  (1979)  found  both  Medicare  and  Medicaid,  as  opposed  to 
private  pay,  associated  with  significantly  higher  cost  per  case. 

o  Preliminary  results  from  Bishop  and  Stassen  (in  progress)  for  Tennessee 
show  that  an  agency's  reliance  on  Medicare,  as  indicated  by  the  proportion  of 
revenue  from  Medicare,  has  a  strong  positive  association  with  cost  per  skilled 
nursing  visit. 

2.4.3  Summary 

To  summarize,  it  appears  that  costs  vary  among  agencies  for  what  is 
ostensibly  the  same  service,  and  little  of  this  variation  has  been  explained  by 
patient  mix  and  input  price  variation.  Better  measurement  of  both  costs  per  unit 
and  factors  hypothesized  to  explain  costs  could  possibly  lead  to  a  higher  level  of 
explanation.  However,  available  evidence  indicates  that  agencies  vary 
significantly  in  their  efficiency,  and  that  some  of  the  services  Medicare  buys  are 
significantly  overpriced.  Such  evidence,  then,  supports  a  move  toward  home  health 
reimbursement  reform. 


57 

3.0  ALTERNATIVE  REIMBURSEMENT  OPTIONS  FOR  MEDICARE 

3.1  The  Impetus  for  Reimbursement  Policy  Change 

The  growth  in  Medicare  home  health  expenditures,  and  the  likelihood  for  even 
greater  future  growth,  is  a  primary  concern  driving  the  search  for  new 
reimbursement  policy  initiatives.  However,  various  reimbursement  options  address 
different  issues  in  expenditure  growth.  Proposals  for  a  prospective  system  are 
reviewed  below  and  compared  with  the  current  cost  reimbursement  limit  system. 

Prospective  methods  setting  a  price  per  visit  would  control  Medicare's  per 
visit  cost.  A  shift  away  from  cost  reimbursement  may  be  especially  needed  at  this 
time  to  forestall  future  unnecessary  per  visit  cost  increases.  The  impact  of  this 
would  be  limited  by  continued  growth  in  the  number  of  persons  served  —  and  the 
visits  received  by  each  person  served. 

Prospective  methods  that  set  a  price  per  case  would  limit  costs  per  person 
served,  controlling  cost  per  visit  and  visits  per  case  simultaneously.  The  latter  two 
factors  accounted  for  about  43  percent  of  the  increase  in  visit  expenditures 
between  1974  and  1980.  However,  96  percent  of  the  rise  in  the  average  cost  per 
visit  during  the  1974  to  1980  period  was  due  to  increased  agency  costs  of  furnishing 
services.  Thus,  control  of  visits  per  case  and  the  portion  of  costs  exceeding  the 
rate  of  inflation  would  affect  factors  which  accounted  only  for  about  9  percent  of 
the  rise  in  visit  reimbursements. 
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The  major  component  of  expenditure  growth  has  been  the  increase  in  the 
number  of  individuals  receiving  services.  This  fact  dilutes  the  potential  impact  of 
either  of  the  above  payment  methods.  While  some  of  the  growth  in  numbers  of 
persons  served  can  be  accounted  for  by  growth  in  the  Medicare  eligible  population, 
almost  half  of  the  growth  in  visit  expenditures  between  1974  and  1980  resulted 
from  the  increased  rate  of  use  by  the  population.  Reimbursement  paid  on  a 
population  basis  (capitation),  or  as  part  of  a  bundled  rate  which  includes  higher 
priced  services,  could  effectively  control  further  growth  in  the  proportion  of 
beneficiaries  receiving  services.  Capitation  could  further  bring  about  major 
changes  in  the  home  health  care  marketplace  and  possibly  far-reaching  changes  in 
the  organization  and  delivery  of  long-term  care  services  in  general.  Bundled 
payments  to  hospitals,  for  example,  would  ensure  that  home  health  services  do,  in 
fact,  substitute  for  higher  priced  services. 

As  discussed  above,  research  investigating  the  determinants  of  unit  costs  of 
home  health  services  also  has  implications  for  home  health  reimbursements.  The 
available  research,  while  uneven,  indicates  that  per  case  and  per  visit  costs  vary 
substantially  across  providers,  but  a  great  amount  of  the  variation  in  per  unit  cost 
remains  unexplained  by  patient  and  agency  variables.  The  current  cost 
reimbursement  system  automatically  underwrites  cost  variation  across  providers  — 
high-cost  providers  receive  more  reimbursement  per  unit  than  low-cost  providers 
whether  high  costs  stem  from  inefficiency  and  waste  or  from  high  input  costs  and 
more  difficult  patient  mix.  If  variation  in  the  cost  per  unit  reported  by  various 
agencies  is  due  to  unmeasured  differences  in  quality  of  care,  patient  mix,  or  input 
prices,  these  factors  ought  to  be  considered  in  developing  a  prospective  rate 
system    just    as    they    are    implicitly    recognized    and    paid    for    by  a 
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retrospective  system.  However,  if  cost  variation  cannot  be  explained  by  these 
factors,  cost  variation  could  be  the  result  of  variations  in  efficiency  and  should  not 
be  underwritten  by  the  Federal  Government.  If  the  cost  reimbursement  system  is 
paying  more  for  inefficient  care,  it  fosters  inefficiency  and  is  unfair  to  efficient 
providers.  In  contrast,  and  ideal  prospective  system  would  act  like  a  prudent 
buyer,  setting  a  price  that  yields  profits  to  agencies  that  produce  care  efficiently 
and  losses  to  those  which  do  not. 

Future  research  should  better  delineate  when  high-cost  agencies  are 
inefficient  or  are  serving  high-risk  patients  with  better  quality  care.  The  large 
proportion  of  unexplained  variance  in  per  unit  cost  can  be  taken  to  mean  that  more 
accurate  and  complete  data  sets  should  be  assembled  and  better  models  fitted. 
The  effect  on  cost  of  patient  mix  is  an  especially  difficult  issue,  requiring  better 
data.  Yet  it  should  be  remembered  that  current  data  and  analysis  are  based  on 
HHA  behavior  under  the  current  cost  reimbursement  system  which  fails  to 
encourage  efficiency  and  cost  containment.  Under  this  system,  costs  per  unit  are 
allowed  to  vary  almost  at  random  depending  on  the  concerns  and  goals  of  individual 
agencies,  and  research  findings  to  date  reflect  this  random  variation.  Under  these 
circumstances,  a  fixed  price  or  prospective  system  could  focus  the  current 
unsystematic  payment  system. 

3.2         Evaluating  Reimbursement  Alternatives 

An  ideal  method  for  reimbursing  HHAs  for  Medicare  services  would  seek  to 
achieve  the  following  health  policy  goals: 
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o  Access  and  Quality  of  Care  Goals;  Reimbursement  should  cover  the  cost 
of  needed  care  so  that  agencies  would  be  able  to  provide  eligible  beneficiaries  with 
the  appropriate  level  of  care. 

o  Cost  Containment  Goal:  The  reimbursement  method  should  promote 
efficient  production  of  services.  The  reimbursement  method  should  not  encourage 
overutilization,  measured  either  as  services  per  patient  or  as  rates  of  use  by  the 
Medicare  population.  At  the  same  time,  the  reimbursement  method  should  not 
discourage  agencies  from  serving  heavy-care  patients  who  might  otherwise  be 
cared  for  in  expensive  institutions. 

o    Equity:  The  method  must  be  fair  to  providers  and  beneficiaries. 

o  Administrative  Ease:  The  system  as  a  whole  must  be  administratively 
feasible;  the  information  base  must  be  accurate  and  inexpensive  to  collect,  and 
necessary  oversight  must  not  be  unduly  cumbersome. 

Retrospective  reimbursement,  based  on  per  visit  average  expense,  is  a 
straightforward  method  of  assuring  that  costs  are  covered.  Unless  costs  are  very 
high,  agencies  will  be  reimbursed  for  expenses  incurred  in  providing  service  to 
Medicare  patients.  Retrospective  cost-based  reimbursement  is  more  or  less 
neutral  with  respect  to  utilization  of  services  per  patient  and  per  population.  As 
an  agency  provides  more  services,  its  revenues  and  expenses  are  expected  to 
increase  together,  with  little  net  gain  for  the  agency.  There  is  also  no  strong 
disincentive  discouraging  service  for  heavy  care  patients,  since  the  cost  of  needed 
care  for  all  eligible  patients  is  covered  up  to  ceilings.  The  cost  data  used  for 
setting  cost  limits  are  supplied  by  providers,  and,  despite  scattered  instances  of 
expense  padding  (GAO  1981,  HRD-81-155),  appear  to  be  satisfactory.  Monitoring 
of  patient  eligibility  is  carried  out  as  part  of  the  Medicare  oversight  process  and  is 
not  overly  cumbersome. 
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The  current  system  contains  only  minimal  incentives  for  efficiency;  agencies  with 
costs  close  to  or  above  the  announced  ceilings  would  make  an  effort  to  contain 
expense  per  unit  of  service.  The  current  method  of  reimbursement  has  drawbacks 
from  an  access/efficiency  point  of  view;  namely,  it  does  not  reward  low-cost 
providers  with  surpluses  that  might  encourage  them  to  expand  and  supplant  high- 
cost  providers.  A  cost  reimbursement  system  pays  low-cost  providers  less  than 
high-cost  providers,  but  any  potential  incentives  to  providers  to  be  cost-effective 
are  lost  in  the  process.  (One  option  that  could  be  considered  in  view  of  this  is  a 
system  whereby  providers  who  furnish  services  at  costs  less  than  the  limits  keep 
the  difference.) 

In  summary,  the  current  reimbursement  system  has  promoted  access  to 
quality  care,  and  has  promoted  multiple  visits  for  a  rapidly  increasing  proportion  of 
beneficiaries.  The  system  does  not  work  aggressively  for  cost  containment, 
whether  measured  per  unit  of  service,  per  patient,  or  as  a  total  for  the  Medicare 
population.  For  the  most  part,  it  is  not  prospective  and,  thus,  it  has  been  highly 
inflationary.  Strengthening  its  prospective  features,  which  currently  apply  only  to 
high  cost  providers,  would  induce  the  necessary  incentives  to  contain  costs. 

3.3         Reimbursement  Choices;  A  Framework  for  Options 

As  a  framework  for  considering  longer-term  alternatives  and  more 
fundamental  changes  in  the  methods  of  reimbursement,  it  is  useful  to  focus  on  a 
series  of  choices  implicit  in  the  current  system.  First,  services  are  presently  paid 
for  at  cost,  on  a  retrospective  basis.  Prospective  rates  set  for  particular  HHAs  or 
for  groups  of  agencies  are  alternatives  to  retrospective  payment  of  costs. 
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These  fixed  rates  might  be  determined  in  several  ways.  Second,  the  product 
presently  purchased  by  Medicare  is  the  visit;  payment  per  case  or  on  a  capitation 
basis  would  reflect  alternative  product  specification.  Third,  cost  per  visit  is  paid 
up  to  ceilings  that  are  set  without  regard  for  the  needs  of  the  patients  receiving 
them,  or  other  factors  affecting  costs.  Incorporation  of  patient  mix  and  other 
variables  in  product  definition  can  also  be  considered.  These  choices  are  presented 
briefly  in  the  discussion  below,  with  Sections  3.3.1  discussing  payment  of  prices  vs. 
payment  of  costs,  3.3.2  discussing  the  units  of  output  (visits  vs.  case)  and  3.3.3 
dealing  with  patient  mix  and  other  possible  adjustments. 

To  assist  in  the  presentation,  Table  11  presents  several  dimensions  of  rate 
setting  choices,  and  labels  options  which  will  be  discussed.  Four  types  of 
reimbursement  options  are  initially  considered:  (1)  full  cost  reimbursement,  (2) 
cost  reimbursement  up  to  group  ceilings,  (3)  prospective  rates  for  individual 
agencies,  and  (4)  prospective  rates  for  agency  groups.  The  product  to  be  paid  for 
could  be  defined  in  two  ways,  and  incorporated  into  each  mode  of  reimbursement: 
the  visit  (labeled  IV  through  4V)  and  the  case  (labeled  1C  through  4C). 
Furthermore,  each  reimbursement  system  might  be  adjusted  for  patient  mix  and 
other  variables  (labeled  Pt).  Those  reimbursement  options  discussed  in  this  report 
are  labeled  IV,  2C,  2V-Pt,  etc. 

A  fifth  major  option  would  involve  a  capitation  arrangement.  The  capitation 
payment  would  depend  on  whether  it  covers  home  health  visits  alone  or  an  entire 
spell  on  illness  covering  hospital  and  SNF  services  as  well  Like  the  HMO  model, 
the  latter  option  would  provide  an  incentive  to  the  provider  of  services  to  use  the 
lowest  cost-effective  combination  of  services  to  speed  the  patient's  recovery  from 
illness. 


63 

Payment  covering  some  specified  average  cost  of  all  necessary  services  for 
an  entire  spell  of  illness  would  be  a  variation  of  the  prospective  payment  system 
for  hospitals  based  on  diagnostic  related  groups  (DRGs).  This  capitation  payment 
approach  would  cover  all  Medicare  (Medicaid)  benefits  for  a  defined  population. 
The  amount  paid  to  organizations  providing  the  services,  in  turn,  would  depend  on 
the  number  of  persons  enrolled  with  the  organization.  The  rate  to  be  paid  per 
person  enrolled  is  an  issue  currently  being  addressed  in  HCFA's  HMO  demonstration 
projects,  and  in  the  refinement  of  an  appropriate  method  for  computing  adjusted 
average  per  capita  costs  (AAPCC).  The  adjustments  would  be  based  on  the 
presence  or  absence  of  factors  known  to  have  significant  impact  on  the  use  and 
costs  of  services  (i.e.,  residence  in  a  long-term  care  nursing  home). 
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TABLE  11 


Major  Home  Health  Reimbursement  Options 


Product  Definition 


Type  of  Reimbursement 


Visit-Based  Payment 
Not 

Patient  Patient 

Mix  Mix 
Adjusted  Adjusted 


Case-Based  Payment 
Not 

Patient  Patient 

Mix  Mix 
Adjusted  Adjusted 


Full  Cost  Reimbursement 


IV 


2. 

Cost  Reimbursement  Up  to 

2V 

2C-Pt 

Group  Ceilings 

i.e.,current 

system 

3. 

Prospective  Rate  for 

3V  3V-Pt 

3C 

3C-Pt 

Individual  Agency 

4. 

Prospective  Rate  for 

4V  4V-Pt 

4C 

4C-Pt 

Agency  Groups 


Bases  for  Payment 

V  =  Visit 
C   =  Case 

Pt  =  Patient  related,  i.e.,  adjusted  for  patient  mix,  and  perhaps  other  agency 
variables.  Visit  and  case-based  payments  may  be  adjusted  for  relevant  cost- 
affecting  characteristics  of  the  patient  or  the  agency. 


Note:  Numbers  preceding  letter  refer  to  Type  of  Reimbursement  option. 
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3.3.1       Prospective  vs.  Retrospective  Reimbursement 

The  current  system  for  home  health  care  reimbursement  avoids  a  number  of 
difficult  issues  because  of  its  basic  commitment  to  reimburse  the  cost  agencies 
incur  when  they  provide  care.  As  discussed  below,  specific  definition  of  the 
product  to  be  priced  is  not  so  critical  when  costs  are  reimbursed  retrospectively. 
Variation  across  agencies  in  the  type  of  patients  served  and  in  the  agencies' 
allocation  of  services  to  patients  with  differing  needs  does  not  affect  agency 
financial  success,  and  inefficiencies  are  also  rewarded  when  most  expenses  are 
underwritten  by  retrospective  reimbursement  costs. 

In  contrast  to  retrospective  reimbursement  of  costs,  a  prospective  rate 
system  would  require  that  the  price  to  be  paid  for  home  health  care  be  fixed  in 
advance,  perhaps  subject  to  adjustment  for  unforeseen  conditions.  (All  alternatives 
in  lines  3  and  4  in  Table  11  are  prospective  alternatives.)  Prices  may  be  set  in 
advance  using  several  methods.  Competitive  bids  may  be  solicited  from  area 
providers,  or  prices  could  be  negotiated  with  agencies.  A  budget  review  system 
would  base  unit  prices  on  expected  budgets  for  agencies.  But  most  often 
prospective  rates  are  envisioned  as  based  on  some  form  of  cost  projection  (for  the 
individual  agency  or  for  its  group;  per  visit  or  per  case;  incorporating  patient  mix 
and  other  relevant  variables,  or  ignoring  them).  This  is  known  as  prospective 
formula  rate  setting.  When  cost  projections  are  used  as  rates,  agencies  that 
control  their  per  unit  expenses  will  tend  to  have  their  costs  covered,  promoting 
access  to  care.  Thus,  the  first  objective  for  any  prospective  system  is  development 
of  data  and  methods  for  projecting  costs.  The  specifics  of  data  needs  and 
availability  will  be  discussed  below  in  Section  3.4,  after  other  important  dimensions 
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of  reimbursement  systems  have  been  examined,  most  importantly  the  product  to  be 
priced  (visit  or  case)  and  the  responsiveness  of  the  rate  to  patient  mix  and  other 
variables. 

Considered  in  general  terms,  prospective  reimbursement  would  have  many 
advantages  for  both  providers  and  Medicare.  If  utilization  can  be  forecast,  both 
providers'  revenues  and  Medicare  home  health  oudgets  would  be  more  predictable, 
allowing  better  planning.  In  theory,  prospective  rates  can  more  nearly  approximate 
the  role  of  prices  in  a  competitive  market.  Once  the  price  is  announced,  providers 
can  decide  whether  it  is  worthwhile  for  them  to  supply  the  product  and  determine 
how  it  can  be  most  efficiently  produced.  Providers  whose  costs  are  higher  than  the 
offered  price  should  drop  out  of  the  market,  and  providers  seeking  to  maximize  net 
income  should  strive  to  minimize  cost  per  unit  of  the  product. 

Nonprofit  providers  may  also  be  expected  to  strive  to  use  resources 
efficiently  to  produce  the  specified  product.  Any  surplus  of  revenue  over  costs 
could  be  spent  to  further  the  organization's  objectives  whether  they  be  provision  of 
higher  intensity  care  for  all  patients,  provision  of  care  to  patients  who  have  no 
third  party  source  of  payment  or  increased  salaries  for  staff.  As  discussed  in 
Section  3.3.2,  this  makes  product  specification  very  important  since  minimization 
of  the  real  resource  cost  per  visit  is  unlikely  to  significantly  reduce  total  Medicare 
program  costs.  Rates  set  per  case  should  be  seriously  considered,  since  they  are 
more  likely  than  per  visit  rates  to  induce  appropriate  incentives  from  agencies. 
Prospective  rates  may  also  require  incorporation  of  patient  mix  information  if  the 
reimbursement  system  is  to  reward  agencies  that  control  total  Medicare  costs  by 
providing  cost-effective  therapeutic  and  rehabilitative  services  to  high-need 
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Medicare  beneficiaries  (rather  than  rewarding  agencies  that  control  Medicare  costs 
by  serving  only  the  least  needy  patients  or  by  reducing  the  quality  of  care).  (See 
Section  3.3.3.) 

3.3.1.1    Prospective  Rates  for  Individual  Agency  or  Group? 

Under  a  prospective  formula  system,  rates  per  unit  of  service  may  be  set  for 
individual  agencies  or  for  groups  of  agencies  (3V  and  3C  vs.  4V  and  4C  in  Table  11). 
Rate  setting  typically  involves  projecting  costs  for  the  agency  or  the  group  into  the 
future  and  choosing  a  public  price  based  on  these  projections.  This  assures  that 
costs  can  be  covered  by  efficient,  economical  producers.  For  example,  using  the 
agency-specific  method  (3V,  3C),  each  agency  might  be  paid  its  own  per-unit  base 
year  average  costs,  adjusted  for  home  health  care  input  inflation.  Such  a  method 
would  allow  variation  across  agencies  in  the  resources  used  to  provide  services.  A 
high-cost  agency  that  supplied  lengthy  visits  or  hired  especially  experienced  nurses 
in  the  base  period  could  be  allowed  high  cost  per  visit  in  the  prospective  rate 
period  while  low  cost  agencies  could  be  restricted  to  low  future  inputs  per  visit  as 
welL  If  cost  variation  is  due  to  stable  differences  across  agencies  in  patient  needs, 
agency -specific  prospective  rate  setting  can  recognize  and  underwrite  differences 
in  patient  mix  without  elaborate  adjustments.  Agencies  serving  high-need  patients 
in  the  base  period  should  be  assigned  higher  prospective  rates  than  agencies  which 
serve  lower  need  patients  in  the  base  period.  However,  the  perverse  incentives  of 
agency-specific  prospective  per  visit  rates  should  be  recognized.  An  agency  with 
high  costs  per  visit  in  the  base  period  and,  thus,  a  higher  than  average  prospective 
rate,  could  increase  its  profits  by  shifting  to  low-cost  visits  and  by  expanding 
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volume.  In  contrast,  an  efficient  low-cost  agency  would  be  penalized  for  its  cost- 
conscious  behavior  in  the  base  year.  A  prospective  reimbursement  system  using 
base  year  costs  per  case  without  patient  mix  adjustment  would  encourage  agencies 
maximizing  net  revenue  to  shift  toward  patients  requiring  fewer,  less  intensive 
visits.  In  sum,  while  an  agency-specific  prospective  rate  system  has  the  ability  to 
underwrite  desirable  differences  in  cost  per  visit  or  per  case,  such  a  system 
requires  better  product  definitions  (e.g.,  case  mix  or  quality  of  care  measures)  and 
monitoring,  or  it  may  reward  base-year  inefficiency. 

Prospective  rates  may  also  be  set  by  projecting  costs  for  groups  of  agencies 
(4V,  4C).  For  example,  next  year's  rate  for  all  agencies  in  a  group  might  be  last 
year's  mean  per  unit  cost,  or  the  60th  percentile  of  cost  plus  an  inflation 
allowance.  Agencies  can  be  grouped  in  a  manner  that  recognizes  desired  cost 
variation.  For  example,  hospital-based  and  freestanding  agencies  can  be  placed  in 
separate  groups  and  held  to  different  standards;  or  small  rural  agencies  with  fewer 
services  over  which  to  spread  overhead  and  higher  travel  costs  per  visit  might  be 
grouped  with  similar  agencies  rather  than  compared  with  large-scale  urban 
agencies.  Alternatively,  all  agencies  might  be  held  to  the  same  standard  cost 
projection,  perhaps  adjusted  for  regional  wage  variation.  Clearly,  the  latter 
approach  is  less  likely  to  allow  individual  agency  styles  to  persist  overtime,  and 
would  work  more  vigorously  to  contain  Medicare  costs  per  unit. 

Another  method  of  setting  prospective  rates  for  groups  of  agencies  is  to 
adopt  a  fee  schedule,  as  is  done  in  some  States  (e.g.,  Texas)  for  home  health  care 
reimbursement  under  Medicaid.  Like  all  prospective  rates,  fees  are  set  in  advance. 
Provider  agencies  can  make  service  delivery  decisions  with  full  awareness  of  their 
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revenue  implications. 

The  current  Medicare  home  health  reimbursement  system  has  a  group 
prospective  aspect  for  some  agencies.  Medicare  currently  reimburses  incurred 
costs  per  visit  for  agencies  whose  average  costs  are  below  the  cost  ceiling  for  its 
location  (2V  in  Table  11).  It  should  be  noted  that  this  works  like  a  full  cost 
reimbursement  system  (IV)  for  agencies  below  the  cost  limits  and  like  a 
prospective  system  (4V)  for  agencies  above  the  limits.  The  limits  are  based  on 
national  averages  of  costs  per  visit  by  type  of  visit  (e.g.,  nursing  care,  home  health 
aide). 

The  wage  portion  of  the  ceiling  is  adjusted  by  local  hospital  industry  labor 
cost  index.  This  assumes  that  agencies  have  maintained  a  relatively  stable  labor 
mix  as  have  hospitals  and  that  all  agencies  have  the  same  proportions  of  labor  an 
nonlabor  costs  as  the  national  average.  In  the  past,  ceilings  have  been  set 
separately  for  two  groups  of  agencies,  the  hospital-based  and  the  freestanding,  but 
separate  limits  were  eliminated  in  September  1982.11/  To  reiterate,  this  is 
basically  a  grouped  prospective  system  (like  4V  in  Table  11)  for  agencies  above  the 
limits.  It  may  be  expected  to  encourage  them  to  minimize  per  visit  costs,  possibly 
through  decreasing  the  intensity  content  of  the  visits;  and  to  make  up  any  revenue 
shortfalls  by  increasing  the  number  of  visits.  The  experience  of  agencies  exceeding 
the  cost  limits  will  be  studied  by  HCFA  to  determine  the  reasons  for  the  high 


13/  Provisions  exist  for  adjustments  recognizing  legitimate  cost  differences  in 
hospital-based  providers  that  result  from  the  allocation  of  overhead  to  home  health 
under  Medicare  hospital  reimbursement. 
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costs,  and  whether  outcomes  consistent  with  program  objectives  would  result  from 
implementation  of  a  grouped  prospective  per  visit  reimbursement  system. 

3.3.1.2    Potential  of  Prospective  Reimbursement  for  Control  of  Agency  Costs  and 
Revenues 

Bearing  in  mind  the  prospective  component  of  the  current  system  and  the 
dependence  of  an  agency's  rate  on  base  year  costs  under  individual  prospective 
systems  (3V,  3C),  it  is  useful  to  note  that  the  relationship  of  reimbursement  to  an 
individual  agency's  actual  per  unit  cost  becomes  less  precise  as  we  move  from  full 
cost  reimbursement  (Method  1  in  Table  11)  to  prospective  rates  set  for  agency 
groups  (Method  4).  When  per  unit  reimbursement  is  fixed  in  advance  under  a 
prospective  system,  for  example,  revenue  may  be  increased  by  increasing 
utilization. 

Prospective  rates  are  not  automatically  a  panacea  for  uncontrolled 
expenditure  growth.  While  the  restraint  place  on  a  net  revenue-maximizing  agency 
by  various  rate  systems  depends  in  part  on  the  degree  to  which  they  are 
prospective,  with  rates  fixed  in  advance,  it  also  hinges  on  the  flexibility  offered  for 
increasing  revenues  without  increasing  costs,  or  for  reducing  costs  holding  revenues 
fixed.  In  the  case  of  home  health  services,  the  increasing  volume  of  services 
provided  by  the  ever  increasing  supply  of  HHAs  significantly  complicates  the  cost 
containing  objectives  of  a  prospective  system  and  exacerbates  the  cost  inflation 
pressures  of  the  current  system.  At  one  extreme,  full  cost  retrospective 
reimbursement     would     not     allow      revenue      increases      without  cost 
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increases,  although  hidden  profits  in  the  form  of  excess  salaries  and  other 
payments  (see  GAO,  1979)  have  been  possible.  Prospective  per  visit  or  per  case 
reimbursement  rates  that  are  not  responsive  to  changes  in  the  needs  of  the 
agency's  patient  population  may  provide  incentives  to  agencies  to  cut  costs  by 
accepting  only  lower-need  patients.  Fixed  rates,  whether  patient-mix-adjusted  or 
not,  always  reward  the  reduction  of  services  to  patients  (i.e.,  lower  inputs  per 
unit).  If  there  is  a  profit  to  be  earned  for  every  unit  of  service  provided,  an 
incentive  exists  to  increase  the  volume  of  services,  whether  or  not  more  services 
are  needed  by  the  population  being  served.  In  a  more  market-oriented  system, 
consumers  may  have  access  to  more  information  concerning  differences  between 
services  offered  by  agencies.  Beyond  a  certain  point,  reduction  of  services  to 
maximize  profit  risks  client  dissatisfaction  and  loss  of  patronage.  Where 
utilization  of  the  specified  unit  of  service,  patient  mix,  and  inputs  per  unit  of 
service  are  at  least  somewhat  under  agency  control,  and  clients  do  not  possess  the 
necessary  expertise  to  judge  the  quality  of  the  services  rendered,  prospective  per 
visit  reimbursement  may  offer  agencies  excess  latitude  for  net  revenue  generation. 
The  ability  of  the  reimbursement  system  to  contain  Medicare's  cost  of  purchasing 
care  from  agencies  would  appear  to  be  greater  under  systems  that  pay  on  a  p_er 
ease  basis  and  adjust  for  patient  mix. 

3.3.2       The  Product;  Visit,  Case,  or  Capitation 

At  this  time,  it  would  be  appropriate  to  examine  explicitly  the  issue  of  the 
unit  of  service  on  which  Medicare  payments  should  be  based.  In  any  market,  the 
definition  of  the  product  to  be  purchased  does  much  to  determine  attributes  of  the 
product  that  is  produced  and  the  appropriate  method  of  payment.  Currently, 
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Medicare  pays  HHAs  for  providing  home  visits  by  registered  nurses,  home  health 
aides,  medical  social  workers,  and  various  types  of  therapists  to  patients  certified 
as  eligible  on  the  basis  of  their  medical  condition.  It  should  be  considered  whether 
the  attributes  and  content  of  home  health  visits  would  change  if  Medicare  move 
away  from  retrospective  cost  reimbursement.  Could  a  new  method  of  payment  be 
implemented  without  more  careful  specification  of  the  product?  In  addition,  the 
alternatives  of  per  case  and  per  capita  reimbursement  need  to  be  considered,  since 
these  would  provide  incentives  to  agencies  to  develop  and  use  the  most  cost- 
effective  combination  of  services  for  clients'  needs. 

3.3.2.1    The  Visit  as  Product 

The  home  health  visit  is  not  a  standard,  uniform  service.  Even  within  a 
particular  provider  discipline,  visits  vary  in  time  spent  with  the  patient  and  actual 
tasks  performed.  However,  reimbursement  of  average  costs  per  visit  (IV  in  Table 
11)  implicitly  recognizes  variation  in  visit  content  (i.e.,  variation  in  product 
definition)  across  agencies.  Agencies  which  incur  higher  costs  by  providing  long 
and  more  intensive  visits  are  likely  to  receive  more  reimbursement  per  visit  (up  to 
the  visit  limit)  than  agencies  whose  visits  are  on  average  shorter  and  include  fewer 
discrete  services. 

Variation  in  visit  content  becomes  more  important  whenever  prices  are  fixed 
in  advance;  given  a  fixed  prospective  per  visit  rate,  an  agency  could  increase  net 
revenue  by  decreasing  visit  duration,  tasks  performed  or  personnel  mix. 


73 

This  makes  specification  of  visit  characteristics  important  for  prospective 
reimbursement  systems  using  the  visit  as  the  unit  of  output.  However,  considering 
the  aims  and  responsibilities  of  the  Medicare  program  in  a  larger  context,  we 
should  question  whether  visits,  even  identified  by  discipline,  are  in  reality  the 
products  that  Medicare  wishes  to  see  provided  to  beneficiaries.  Instead,  the 
extended  or  sub-acute  care  portion  of  Medicare  services,  supplied  by  SNFs  and 
HHAs,  is  responsible  for  providing  therapeutic  and  rehabilitative  skilled  care  during 
a  time-limited  recovery  phase  of  patient's  illness.  Visits  by  particular  types  of 
health  personnel  may  usefully  be  viewed  as  inputs  into  this  product,  but  ideally 
Medicare  should  see  itself  as  purchasing  recovery  and  rehabilitation  as  the  ultimate 
product  of  home  health  (and  SNF)  care.  In  economic  terms,  visits  or  days  of  care 
in  an  SNF  are  intermediate  goods,  input  into  the  final  product  rather  than  a 
product  desired  for  itself.  14/ 

3.3.2.2    The  Case  as  a  Product 

Based  on  the  above  reasoning,  payment  to  agencies  on  a  per  case  basis 
appears  attractive.  The  agency  would  be  paid  for  moving  a  patient  from  one  health 
state  (in  need  of  skilled  services)  to  another  (no  longer  in  need  of  skilled  services). 


14/  while  this  argument  may  be  reminiscent  of  that  of  the  health  economist- 
philosphers  who  maintain  that  health  is  the  ultimate  good  demanded  by  consumers, 
it  is  much  more  pragmatic.  Medicare  does  not  promise  beneficiaries  "health"  but 
rather  provides  them  with  a  contingent  claim  that  allows  them  to  consume  visits 
and  days  of  institutional  care  (up  to  specified  limits)  as  long  as  they  are  in  need  of 
skilled  nursing  and  therapy  services.  Thus,  "rehabilitation"  or  "recovery"  are  the 
products  to  be  purchased.  Medicare's  objective  might  be  seen  as  moving 
beneficiaries  to  ineligible  status  (i.e.,  a  recovered  or  rehabilitated  health  state) 
at  minimum  cost.  (See  Smits,  et  al.) 
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A  Medicare  home  care  "case"  should  be  in  theory  quite  well-defined.  Under  a 
prospective  per  case  reimbursement  system,  like  3C  or  4C,  in  Table  11,  an  agency 
would  be  rewarded  for  effectiveness.  Rather  than  receiving  more  revenues  the 
more  visits  it  supplied,  it  would  receive  greater  revenues  the  more  Medicare  cases 
it  could  bring  to  completion  through  therapeutic  and  rehabilitative  efforts, 
regardless  of  the  number  of  visits  or  type  of  visits  supplied.  Agencies  could  have 
incentives  to  bring  about  recovery  and  rehabilitation  using  as  few  visits  as  possible 
and  using  less  costly  rather  than  more  costly  personnel.  This  contrasts  with  a 
situation  where  agencies  may  have  few  incentives  to  minimize  visits,  and  tend  to 
serve  patients  with  the  mix  of  personnel  they  choose  to  have  available  rather  than 
with  the  mix  best  suited  to  bring  about  recovery /rehabilitation  within  a  per  case 
cost  constraint  (see  Rosenfeld,  1980). 

A  difficult  problem  for  a  case-based  approach  concerns  defining  the  "end"  of 
a  case  or  episode  in  a  way  that  encourages  both  positive  patient  outcomes  and  cost 
containment.  Medicare  standards  establish  when  the  patient  has  recovered 
sufficiently  to  be  ineligible  for  Medicare.  But  a  patient  who  dies,  returns  to  the 
hospital,  or  is  placed  in  a  nursing  home  would  also  be  a  "finished"  case.  In  one 
study  of  home  care  in  New  York  City  (HSA  of  NYC,  1977),  54  percent  of  all  cases 
were  discharged  after  care  because  care  was  no  longer  needed;  but  4  percent  died 
and  26  percent  were  admitted  to  inpatient  settings.  An  individual  HHA  would  face 
misleading  incentives  if  it  received  the  same  payments  for  a  patient  it  served 
through  the  entire  home  recovery  phase  of  an  illness  episode  and  for  a  similar 
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patient  who  was  referred  back  to  the  hospital  after  only  a  short  regimen  of  home 
care.  This  problem  would  be  mitigated  if  payment  were  made  instead  to  a  case 
manager  who  would  be  at  risk  for  these  outcomes.  This  arrangement  could  operate 
under  a  form  of  capitation  which  covers  a  range  of  services  which  be  "ordered"  by 
the  case  manager.  In  this  system,  patient  outcomes  may  have  to  play  a  role  in 
product  definition,  and  in  establishing  a  rate  of  payment.  Capitation  is  more  fully 
discussed  in  the  following  section. 

3.3.2.3  Capitation 

A  per  capita  reimbursement  rate  could  be  paid  for  a  defined  population  (e.g., 
Medicare  enrollees)  covering  nonusers  as  well  as  users  of  service.  Capitation  is, 
thus,  to  be  distinguished  from  per  case  reimbursement,  where  a  per  patient 
payment  is  made  only  for  users  of  home  health  services. 

In  a  sense,  older  forms  of  home  health  reimbursement  are  similar  to  a  home 
health-only  capitation  approach.  County  health  departments  and  VNAs  have,  in  the 
past,  been  given  fixed  budgets  by  their  government  or  charity  funding  sources,  and 
have  been  expected  to  allocate  these  fixed  home  care  resources  across  a  specified 
community  population. 

When  home  health  services  for  a  population  is  the  product  purchased  by 
Medicare,  the  provider  organization  no  longer  faces  incentives  to  overuse  services 
per  case  or  to  serve  patients  with  marginal  eligibility,  but,  on  the  contrary,  has 
incentives  to  serve  as  few  patients  as  possible  with  minimum  cost  services. 
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Competition  among  agencies  for  enrolled  populations  would  work  against  these 
tendencies.  Nevertheless,  some  kind  of  oversight  could  be  necessary  to  assure  that 
HHAs  paid  only  a  home  care  capitation  did  not  shift  their  patients  to  other 
providers,  like  hospitals  and  nursing  homes,  more  readily  than  necessary. 

More  promising  is  the  idea  of  recognizing  Medicare  home  health  care  as  a 
potential  partial  substitute  for  nursing  home  care  and  for  the  final  days  of  a 
hospital  stay.  This  concept  is  behind  experiments  which  integrate  home  health 
care  into  capitated  systems  that  cover  a  continuum  of  care  in  Medicare  HMOs. 
Beneficiaries  are  covered  for  medical  and  skilled  nursing  needs  through  payment  to 
a  single  provider  organization  which  then  has  an  incentive  to  serve  them  in  the 
most  effective  and  efficient  setting.  For  example,  recovery  from  an  acute  episode 
of  illness  may  theoretically  be  accomplished  with  a  variety  of  combinations  of 
nursing  home  stays  of  varying  length  and  intensity  followed  by  home  therapies  and 
nursing  care  using  various  personnel  and  numbers  of  visits  spread  over  differing 
durations.  If  an  organization  is  given  a  fixed  payment  to  provide  health  care  for 
acute  illness  episodes  of  an  elderly  population,  covering  them  from  hospitalization 
through  recovery,  the  incentive  would  be  to  seek  the  most  effective  combination  of 
modes  of  care,  whether  home  nursing  visits,  better  managed  ambulatory  care, 
nursing  home  care,  or  even  in  some  cases  extended  hospitalization  as  a  substitute 
for  nursing  home  and  home  care. 
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Since  home  health  care  expenses  are  a  small  proportion  of  total  Medicare 
expense,  it  may  be  most  reasonable  to  consider  such  as  approach  in  conjunction 
with  the  funding  of  other  Medicare  services,  rather  than  as  a  home  health 
reimbursement  option  only.  This  approach  may  emerge  as  the  most  efficient  and 
effective  means  of  reimbursing  all  Medicare  services.  For  example,  in  1982,  the 
average  Medicare  reimbursement  for  home  heath  visits  was  about  $34.  The 
average  Medicare  reimbursement  for  a  covered  day  of  care  in  a  SNF  was  about 
$50.  Thus,  to  the  extent  that  an  experience-based  Medicare  capitation  rate 
incorporates  these  differences,  an  HMO  or  a  similar  type  organization  offering  a 
continuum  of  care  would  have  an  incentive  to  monitor  more  closely  the  patient's 
transfer  from  one  level  of  care  to  another.  Further,  at  each  level  of  care  the  mix 
of  supplies  and  services  used  to  furnish  care  would  be  more  carefully  selected  to 
produce  the  most  cost-effective  combination.  If  the  decision  involves  hospital  care 
versus  home  health  care,  the  cost  savings  would  be  even  more  pronounced. 
Likewise,  under  the  Medicaid  program,  for  which  there  are  no  limits  to  the  number 
of  days  of  nursing  home  care  covered,  providing  incentives  that  would  substitute 
home  health  for  nursing  home  care  would  yield  substantial  savings.  Experiments 
implementing  such  approaches  are  now  underway,  including  methods  for  developing 
case  mix  adjusted  capitation  rates  (e.g.,  the  AAPCC,  Gruenberg,  1982). 

3.3.3       Incorporating  Patient  Mix  and  Other  Service  Attributes  in  Home  Health 
Reimbursement 

3.3.3.1    Patient  Mix  Adjustment  of  Per  Visit  Rates  (3V-Pt,  4V-Pt  in  Table  11) 

Patient  mix  information  has  not  been  of  critical  importance  to  the  current 
cost  reimbursement  system  for  home  health  visits  because  agencies  that  serve 
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patients  requiring  more  intensive  visits  (e.g.,  more  expensive  personnel,  longer 
duration,  more  complex  tasks  performed  per  visit)  are  in  theory  reimbursed  (up  to 
limits)  for  the  concomitantly  higher  costs  they  incur  in  comparison  with  agencies 
serving  relatively  low-need  patients.  In  other  words,  while  the  visit  as  product 
might  be  further  defined  by  the  patients'  diagnosis  or  functional  status,  this  has  not 
been  necessary  when  agencies  are  paid  the  cost  of  providing  visits  to  eligible 
patients.  The  content  and  duration  of  visits  become  important  issues  when 
prospective  per  visit  reimbursement  is  considered  (or  under  the  present  system, 
when  cost  ceiling  are  reached).  A  fixed  cost  per  visit  system  may  penalize 
agencies  producing  longer  or  more  intensive  visits,  even  if  this  type  of  visit  is  more 
effective  in  aiding  high-need  patients  toward  recovery  and  rehabilitation  and,  thus, 
limiting  total  Medicare  costs. 

Simple  adjustment  of  fixed  per  visit  rates  for  patient  mix,  however,  is  not  the 
answer  because  the  tasks  that  should  be  accomplished  in  a  particular  visit  depend 
on  the  frequency  of  visits  as  well  as  on  the  patient's  condition.  In  theory,  fewer 
long  visits  may  provide  a  patient  of  a  given  case  type  with  the  same  outcome  as 
numerous  short  visits,  especially  if  the  longer,  less  frequent  visits  are  directed  to 
supporting  family  care  givers  as  well  as  providing  particular  skilled  services. 
Under  current  reimbursement  rules,  an  agency  providing  fewer,  more  expensive 
visits  may  run  up  against  cost  ceilings  and,  thus,  be  reimbursed  less  in  total  than  an 
agency  providing  many  short  visits,  even  if  cost  per  case  (adjusted  for  patient  mix) 
is  lower. 

If  patients  of  varying  types  require  visits  of  differing  duration  and  content,  it 
might  seem  reasonable  to  unbundle  the  care  provided  still  further  so  that  set  fees 
would  be  paid  for  specific  skilled  services  (injections,  wound  care,  counseling,  etc.) 
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that  make  up  visits.  Unfortunately,  this  type  of  unbundling  leads  to  over- 
prescription  of  specific  services  and  would  require  closer  monitoring  of  service 
delivery  at  even  greater  cost  to  the  program.  Alternatively,  a  pricing  system,  like 
that  of  appliance  repair  services,  might  be  considered  with  a  fixed  charge  for  a 
minimum  15  minute  visit  and  incremental  charges  for  each  subsequent  unit  of  time. 
Again,  though  there  would  be  incentives  to  overutilize,  agencies  would  be  able  to 
supply  whatever  specific  services  individual  patients  needed.  Since  an  agency's 
revenue  would  increase  by  increasing  both  the  length  of  visit  and  number  of  visits, 
close  monitoring  by  consumers  or  payers  could  be  necessary  to  assure  that  billed 
care  is  delivered. 

3.3.3.2    Patient  Mix  Adjustment  of  Per  Case  Reimbursement  (3C-Pt,  4C-Pt) 

It  is  expected  that  a  patient's  need  for  Medicare  home  health  services  varies 
with  his  or  her  diagnosis  and  functional  status.  An  agency  allocating  services  to 
patients  according  to  needs  should  find  that  costs  per  case  vary  by  patient  type.  If 
this  is  so,  reimbursement  designed  to  cover  the  cost  of  appropriate,  efficient  care 
should  vary  with  patient  mix  as  welL 

Existing  research  lends  support  to  the  hypothesis  that  use  of  services,  and, 
thus,  cost  per  case,  varies  with  patient  status.  Available  studies  cannot  be  directly 
applied  to  the  Medicare  reimbursement  problem  because  they  are  concerned  with  a 
broader  range  of  patients,  often  including  those  requiring  chronic  maintenance  care 
as  well  as  shorter  term  home  care  during  the  recovery  phase  of  an  illness  episode. 
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Nonetheless,  a  study  of  a  New  York  agency's  costs  per  case  found  systematic 
differences  among  three  levels  of  functional  status  (significance  of  difference  was 
not  reported)  (HSA  of  NYC,  1977,  p.46)  and  a  study  of  Massachusetts  and 
Philadelphia  agencies  (Kurowski  et  al.,  1979)  found  statistically  significant 
differences  in  cost  per  episode  by  diagnosis  and  by  functional  status. 

3.4         Administrative  Issues  for  Prospective  Reimbursement 

If  Medicare  is  to  move  away  from  retrospective  cost  reimbursement  toward  a 
prospective  reimbursement  system  that  can  better  control  per  unit  costs,  certain 
critical  administrative  issues  must  be  carefully  considered.  Most  important  is  the 
feasibility  and  cost  of  the  method  that  could  be  used  to  set  prospective  rates.  As 
noted  above,  the  availability  and  cost  of  accurate  and  complete  case  mix  data  has 
been  an  issue  for  research  on  home  health  costs,  and  could  continue  to  be  so  for 
formula  prospective  rate  setting. 

In  a  larger  context,  it  has  been  noted  above  that  prospective  payment 
systems  that  do  not  differentiate  payment  based  on  the  needs  of  the  patient 
provide  incentives  to  providers  to  underserve  patients,  to  accept  patients  needing 
less  care,  to  refer  difficult  patients  to  other  providers,  and  to  lower  quality. 
Administrative  oversight  could  be  needed  to  counteract  these  tendencies  and  could 
prove  expensive.  At  the  same  time,  an  open  market  system  where  agency  clients 
have  access  to  and  are  capable  of  evaluating  information  about  services  furnished 
by  agencies  could  serve  as  a  countervailing  force.  Informed  choices  by  clients 
would  constrain  agency  incentives  to  maximize  profit  at  the  expense  of  quality  of 
services. 
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3.4.1       Data  for  Prospective  Reimbursement  Methods 

The  Medicare  program  currently  computes  per  visit  cost  limits  for  HHAs 
under  Section  223,  as  described  in  Section  2.0.  The  cost  report  data  used  for  this 
computation  should  be  equally  satisfactory  for  computing  individual  or  group  unit 
cost  projections  under  a  prospective  system. 

For  example,  a  group  prospective  per  visit  system  (4V  in  Table  11)  could  even 
use  the  current  ceiling  computation  formula  to  set  a  fixed  price  although  it  would 
be  wise  to  select  a  lower  percentile  of  cost.  Such  a  group  prospective  rate  would 
work  just  like  the  current  limits  for  high  cost  agencies  —  costs  above  the  rate/limit 
are  not  and  would  not  be  paid  by  Medicare.  A  prospective  rate  would  work 
differently  for  low-cost  agencies  below  the  rate/limit.  While  Medicare  now 
reimburses  these  agency's  costs,  it  would  be  required  under  a  fixed  prospective 
system  to  pay  the  full  target  rate,  allowing  the  agency  to  keep  the  difference 
between  cost  and  price.  Then,  the  gains  from  agency  cost  saving  would  be  used  to 
reward  the  agency. 

Another  prospective  payment  alternative,  would  be  an  agency  specific 
prospective  rate  (3V  in  Table  11)  that  projects  individual  agency  costs  per  visit  into 
the  rate  year  using  expected  inflation  while  limiting  these  individual  targets  by  the 
current  75th  percentile  cost  limits.  An  agency  would  then  be  paid  more  than  its 
costs  only  if  it  held  cost  increases  below  expected  levels.  Agencies  whose  costs 
rose  more  than  expected,  and  agencies  whose  costs  were  above  the  75th  percentile, 
would  be  paid  less  than  cost  as  a  stimulus  for  cost  containment. 
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This  prospective  payment  variant  "locks  in"  current  cost  differentials  across 
provider  types,  and,  thus,  builds  inefficiencies  into  the  system. 

Either  of  these  methods  could  be  used  on  a  per  case  basis  rather  than  on  a  per 
visit  basis  (3C  and  4C  in  Table  11).  Unduplicated  Medicare  patient  counts  are  now 
reported  and  total  costs  for  these  patients  could  be  found  by  multiplying  Medicare 
visits  by  the  cost  by  visit  type.  Cost  per  patient  served  could  then  be  computed.  A 
group  rate  could  then  be  set  at  a  certain  percentile,  or  an  individual  rate  could  be 
computed  by  projecting  current  individual  agencies'  costs  per  case  (perhaps  limited 
by  a  percentile  ceiling)  into  the  rate  year. 

Current  limit  computations  make  use  of  the  distribution  of  average  costs, 
adjusted  only  for  provider  type  and  area  wage  level.  By  successfully  explaining 
variation  in  unit  costs  across  agencies  using  econometric  methods,  a  more 
sophisticated  formula  method  might  be  designed.  A  formula  reimbursement  system 
might  use  predicted  unit  cost  for  an  agency,  based  on  agency-specific  variables  and 
adjusted  for  expected  inflation,  as  a  prospective  rate.  The  factors  and  the  degree 
to  which  they  influence  the  behavior  of  agencies  with  differing  administrative  and 
case  mix  characteristics  are  not  yet  clear.  As  with  other  reimbursement  methods 
based  on  group  average  costs,  Medicare,  however,  will  have  to  explicitly  determine 
which  cost-related  factors  should  be  paid  for  (see  Bishop,  1980).  A  prime  example 
is  the  issue  of  hospital-based  versus  freestanding  agencies.  Hospital-based  agency 
care  has  consistently  been  found  to  be  more  expensive  (and  perhaps  more 
inefficient),  but  current  reimbursement  methods  do  not  allow  payment  of  the  full 
expected  cost  difference,  giving  hospital-based  agencies  strong  incentives  to 
contain  costs. 
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The  issues  of  patient  mix  is  more  complicated,  however.  As  we  have 
stressed,  it  would  be  unfortunate  if  HHAs  were  faced  with  strong  incentives  to 
select  less  difficult  patients  and  to  refer  heavy-care  patients  to  other  level  of  care 
institutions.  Under  a  prospective  system  that  does  not  adjust  for  case  mix,  this 
may  be  a  possibility.  Future  research  on  the  relationship  between  patient  status 
and  appropriate  care  resources  could  be  considered.  Research  findings  could,  in 
turn,  be  used  to  refine  the  implementation  of  a  per  case  prospective 
reimbursement  rate  varying  with  diagnosis,  functional  status,  and  perhaps  other 
patient  characteristics  either  for  individual  agencies  (3C-Pt  in  Table  11)  or  for 
groups  of  agencies  (4C-PT).  Even  under  a  system  using  cost  projections  for 
individual  agencies  (3C),  shifts  in  patient  mix  might  significantly  affect  agency 
costs,  and  thus  net  revenues,  from  year  to  year.  Patient  mix  adjustment  would 
protect  agencies  from  the  risk  of  a  shift  to  heavy-care  patients  while  protecting 
Medicare  from  overpayment  if  the  shift  is  toward  lighter-care  patients.  Patient 
mix  adjustment  would  diminish  agencies'  incentive  under  a  per-case  prospective 
system  to  take  patients  with  lower  levels  of  need.  This  argues,  theoretically,  for  a 
patient  mix  adjustment  of  the  HHA  rate.  Data  to  carry  out  such  an  adjustment,  or 
to  develop  appropriate  adjustment  factors,  are  not  produced  as  part  of  the  current 
Medicare  administrative  process.  Each  patient's  HHA  billing  form  reports  his  or 
her  diagnoses.  This  could  be  pulled  from  the  bill  file  and  grouped  by  agency  so  that 
visits  or  cases  by  diagnosis  could  be  found  for  each  agency.  However,  functional 
status  and  home  health  problems  could  bear  a  closer  relationship  to  needed  home 
health  resources  than  medical  diagnosis.  Under  a  prospective  or  other  alternative 
system,  appropriate  research  might  capture  these  data  items  from  the  HHA  patient 
record  or  from  the  utilization  review  process.  A  better  understanding  surrounding 
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the  relationship  between  patient  mix  and  costs  would  ensure  that  agencies  serving 
more  difficult  patients  would  continue  to  be  appropriately  rewarded. 

A  formula  system  could  incorporate  patient  mix  as  an  agency  variable. 
Alternatively  a  formula  system  might  combine  information  about  individual 
agencies'  per  visit  costs  and  national  or  regional  practices  with  respect  to  mix  and 
number  of  visits  per  case  to  compute  a  set  of  agency-specific  prospective 
reimbursement  rates  for  patients  of  various  types  (4C-Pt  in  Table  11).  Such  a 
method  may  be  viewed  as  parallel  to  the  DRG  reimbursement  method  for  hospitals. 
As  is  done  for  hospitals  under  the  prospective  payment  system,  a  case-mix  index 
would  be  developed  for  each  agency  and  used  to  project  an  average  cost  per  case 
which  becomes  the  basis  for  payment.  If  subsequent  analyses  show  that  unique 
characteristics  of  agency  operations  (e.g.,  urban  or  rural  location,  availability  of 
professional  resources)  significantly  affect  the  costs  of  operations,  appropriate 
provision  for  these  characteristics  could  be  made  in  the  rate  setting  process  as  is, 
in  part,  now  done  for  hospital-based  agencies  in  computing  the  reimbursement 
limits.  Process  and/or  outcome  monitoring  of  quality  of  care  may  be  needed  to 
assure  that,  in  striving  for  efficiency,  agencies  do  not  greatly  reduce  the  number 
and  mix  of  visits  to  the  detriment  of  patient  welfare. 

4.0  EVALUATING  REIMBURSEMENT  OPTIONS 

Each  reimbursement  system  considered  above  entails  strengths  and 
drawbacks.    The  major  options  should  be  considered  in  light  of  Medicare  policy 
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goals  (expenditure  containment,  appropriate  access  for  Medicare  beneficiaries, 
maintenance  of  quality  of  care,  equity,  administrative  feasibility,  and  the 
promotion  of  competitive  forces  in  the  delivery  of  home  health  services).  Also  to 
be  considered  is  the  extent  to  which  the  major  options  address  the  concerns  about 
expenditure  growth  and  excess  costs  per  unit  of  service  (inefficiency)  in  the 
current  system. 

We  are  considering  hypothesized  effects  in  two  demonstration  projects  being 
developed  by  the  Office  of  Research  and  Demonstrations  in  HCFA.  One  is  the 
development  of  alternative  models  of  prospective  payment  for  home  heath 
services.  The  other  project  is  the  development  of  methods  of  competitive  bidding 
for  the  provision  of  home  health  services  to  defined  population  groups  of  Medicare 
enrollees. 

In  addition  to  these  demonstration  projects  which  will  be  focused  on  the 
development  of  alternative  methods  of  payment  for  home  health  services,  several 
States  have  undertaken  projects  involving  the  use  of  home  health  aides  under  the 
waiver  authority  provided  under  Section  2176  of  P.L.  97-35  (the  Omnibus  Budget 
Reconciliation  Act  of  1981).  Section  2176  permits  State  Medicaid  programs  to  pay 
for  a  variety  of  medical  and  other  services  in  the  home  for  otherwise  eligible 
Medicaid  recipients  if,  in  doing  so,  they  offer  the  prospect  of  avoiding  the  need  for 
institutional  placement  of  the  recipient  and  lower  the  program's  overall  cost. 

The  next  sections  focus  on  some  underlying  common  themes  concerning  the 
ability  of  prospective  reimbursement  systems  to  do  better  than  the  current  system 
of  retrospective  cost  reimbursement  with  limits. 
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4.1         Access  vs.  Expenditure  Control:  A  Continuing  Tension 

Reimbursement  systems  that  pay  a  fixed  price  per  unit  of  service  will 
channel  profits  (net  income)  to  providers  whose  costs  are  less  than  this  price.  The 
incentives  to  keep  costs  low  can  work  to  reduce  per  unit  costs  to  Medicare.  (This 
is  especially  true  if  prospective  rates  for  a  future  year  are  based  on  past  cost  data. 
As  providers  work  to  control  costs,  the  future  base  year  costs  will  be  lower  than 
they  otherwise  would  have  been.)  This  produces  favorable  impacts  on  per  visit 
and/or  per  case  costs  of  prospective  systems,  in  contrast  to  the  current  system 
which  exerts  unit  cost  control  only  on  high  cost  providers.  However,  if  the 
prospective  price  yields  net  income  (profit)  for  every  unit  of  service  supplied  by 
the  lower-cost  providers,  there  is  a  strong  incentive  to  supply  as  many  units  of 
service  as  possible  at  the  fixed  prospective  rate.  This  produces  an  unfavorable 
effect  on  the  components  of  expenditures  due  to  visits  per  case  for  group  and 
individually  set  prospective  per  visit  rates;  a  likelihood,  in  other  words,  for 
potential  overutilization  of  visits  in  all  such  prospective  systems  as  well  as  the 
current  retrospective  system.  Where  agencies  are  paid  flat  rates  for  low  need 
patients  as  well  as  high  need  patients  (as  in  Option  4C),  incentives  to  serve  as  many 
low  need  patients  as  possible  may  be  very  strong. 

It  was  previously  shown  in  Section  2.3  that  growth  in  the  number  of  persons 
served  coupled  with  the  resulting  increase  in  the  volume  of  services  provided  has 
borne  the  major  responsibility  for  overall  Medicare  home  health  expenditure 
increases  during  the  period  from  1974  to  1980.  Thus,  it  may  be  unwise  to  construct 
a  new  reimbursement  system  that  would  pay  HHAs  directly  for  services.  Payment 
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to  HHAs  based  on  units  of  service  would  implicitly  reward  volume  and  would  exert 
only  moderating  effects  on  program  expenditures.  Instead,  payment  could  be 
"bundled  in"  with  the  hospital  DRG  amounts  to  cover  all  services  needed  in 
connection  with  the  episode  of  illness.  Such  bundling  of  payment  may  provide  the 
greatest  slowing  of  program  expenditures  because  it  would  promote  the 
substitution  of  lower  cost  services  for  higher  cost  services. 

Direct  payments  to  low-cost  providers  fosters  expansion  for  these  providers 
while  restraining  growth  of  agencies  whose  costs  exceed  the  prospective  rate.  This 
can  promote  access  to  care  for  Medicare  beneficiaries.  As  discussed  in  Section 
2.4,  utilization  growth  has  been  accompanied  by  an  increase  in  the  number  of  HHAs 
and  by  expansion  of  agency  Medicare  caseloads.  Recent  legislative  changes  easing 
certification  for  proprietary  agencies  to  serve  patients  have  increased  further  the 
number  of  agencies  providing  home  health  care.  As  noted  earlier,  the  number  of 
certified  HHAs  increased  from  2,343  in  1974  to  2,924  in  1980.  By  June  1985,  5,965 
HHAs  had  been  certified.  As  long  as  the  patients  served  need  Medicare's  eligibility 
criteria  with  respect  to  condition  and  prognosis,  the  expansion  of  access  works  to 
meet  Medicare's  obligation  to  its  beneficiaries. 

4.2         Efficiency  vs.  Quality  and  Patient  Mix;  Potential  for  Cost  Savings 

A  prospective  system  that  rewards  low  cost  providers  should  encourage 
agencies  to  produce  services  as  efficiently  as  possible,  i.e.,  with  lower  resource 
inputs  per  unit  of  output.   Unless  payment  rates  track  the  case  mix  needs  of  the 
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patient,  cost  containment  may  be  won  at  the  expense  of  quality  of  care  and  access 
for  high-cost  patients.  With  respect  to  patients,  a  prospective  system  that  adjusts 
rates  for  patient  mix  could  be  designed  to  yield  profits  to  efficient  providers 
serving  high-cost  as  well  as  low-cost  patients.  This  can  save  Medicare  funds 
overall  if  it  encourages  agencies  to  supply  care  to  patients  who  would  otherwise 
use  high-cost  institutional  care. 

4.3         Equity  to  Providers 

For  a  reimbursement  system  to  be  acceptable,  it  should  provide  equal 
treatment  of  equals  (horizontal  equity),  and  provide  appropriate  recognition  of 
legitimate  differences  among  providers  (vertical  equity).  It  is  very  difficult  to 
evaluate  reimbursement  systems  along  these  dimensions  without  further  empirical 
investigation.  However,  a  concern,  at  least  in  theory,  is  that  under  agency-specific 
prospective  reimbursement  systems,  low  quality  providers  will  be  rewarded  along 
with  providers  whose  costs  are  low  because  they  are  efficient.  Simultaneously, 
high  quality  providers  or  those  serving  difficult  patients  will  be  penalized  along 
with  those  whose  costs  are  high  due  to  waste  and  inefficiency.  The  equity  of 
current  cost  reimbursement  systems  can  also  be  questioned  since  some  providers 
operating  below  the  cost  limits  may  be  inefficiently  serving  low-cost  patients  while 
some  providers  that  exceed  the  limits  may  be  serving  difficult  patients  as 
efficiently  as  possible. 

Many  of  these  concerns  about  provider  manipulation  of  the  reimbursement 
system  must  be  balanced  by  the  expectation  that  informed  consumer  choice  could 
constrain    provider  abuse.    The  second  opinion  option  concerning  the  need  for 
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surgery  is  one  example  of  promoting  informed  consumer  choice.  There  is  little 
existing  experimentation  with  methods  of  promoting  informed  patient  choices  with 
respect  to  home  health  services.  In  some  respects,  though,  the  use  of  "channeling" 
by  organized  community  agencies  to  direct  patients  to  the  most  appropriate 
services  for  their  needs  provides  a  surrogate  for  informed  choice.  The  results  of 
the  channeling  demonstration,  however,  raise  questions  about  whether  the 
structures  and  procedures  used  at  the  test  sites  would  be  cost-effective  in  reducing 
long-term  care  costs.  The  findings  from  the  channeling  demonstration  will  be 
discussed  in  more  detail  later  in  this  report. 

4.4  Administrative  Feasibility 

As  presented  above,  all  options  but  those  with  patient  mix  adjustments  could 
rely  on  data  and  methods  that  are  currently  used  to  set  reimbursement  limits  and 
to  pay  individual  agencies.  A  more  sophisticated  formula  reimbursement  system 
would  require  further  research.  As  implied  throughout  the  discussion, 
administrative  oversight  and/or  opportunities  for  more  informed  consumer  choices 
may  be  needed  wherever  there  are  strong  incentives  for  overutilization,  patient 
selection,  and  underservice  to  patients  (producing  cost  savings  at  the  expense  of 
quality  of  care  and  access). 

4.5  Possible  Next  Steps  for  Reimbursement  Policy 

As  has  been  emphasized,  the  assessments  of  reimbursement  options  represent 
hypotheses  rather  than  conclusions.  In  designing  home  health  reimbursement 
system  and  assessing  its  impact,  a  knowledge  base  should  be  concurrently 
developed.    Analyses  of  home  health  unit  costs  should  be  conducted  to  assess  the 
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variation  in  cost  beyond  that  explained  by  patient  and  quality  variables;  this  may 
allow  assessment  of  the  degree  of  inefficiency  that  exists.  Demonstrations  of  new 
methods  could  also  provide  new  insights.  As  the  understanding  of  the  determinants 
of  quality  of  care  increases,  methods  of  making  information  available  to  consumers 
to  promote  informed  decision-making  could  be  refined. 

One  option  is  readily  available  to  policymakers:  the  current  retrospective 
limit-setting  system  could  simply  be  applied  as  a  rate.  However,  failure  to 
incorporate  a  case  mix  measure  gives  providers  incentives  to  treat  light  care 
patients  and  restrict  access  of  the  heavy  care  patient.  Selection  of  lower 
percentages  of  mean  visit  costs  as  the  target  rate  could  increase  the  potential  for 
cost  containment.  If  such  a  course  were  implemented,  its  effects  on  providers, 
costs,  quality,  and  patient  access  should  be  carefully  followed. 

It  should  be  stressed  once  again  that  major  Medicare  cost  savings  would  not 
likely  to  result  from  any  of  the  prospective  payment  options  that  relate  only  to 
direct  payments  for  home  health  services.  This  is  so  because  such  a  prospective 
payment  system  would  not  inherently  control  the  relevance  of  the  payment  unit 
(i.e.,  if  visits  were  the  unit  of  payment,  visits  would  tend  to  rise).  The  historical 
trend  of  HHA  visit  volume  indicates  a  rapid  growth  rate.  A  direct  prospective 
payment  in  and  of  itself  could  do  little  to  stem  this  and  the  consequent  rise  of 
expenditures.  Only  a  "bundled"  system  of  payment  which  integrated  HHA  services 
into  a  payment  package  which  covers  other  benefits  (e.g.,  hospital  services)  would 
serve  to  arrest  (or  contain)  the  rise  of  total  expenditures.  This  would  be  achieved 
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by  introducing  an  incentive  to  substitute  the  least  expensive  appropriate  service 
for  higher  cost  services.  This  may  actually  serve  to  increase  the  use  of  home 
health  services,  but  it  could  be  expected  that  an  increased  substitution  for  higher 
cost  institutional  services  would  be  noted.  This  substitution  effect  has  not  been 
noted  when  payments  for  each  type  of  service  are  made  independently  of  one 
another. 

5.0  Recommendations 

On  the  basis  of  the  findings  and  analyses  presented  in  this  report,  the 
Department  of  Health  and  Human  Services  recommends,  for  now,  the  use  of  the 
current  cost  reimbursement  method  with  limits  placed  on  the  costs  allowed  for 
each  type  of  visit.  This  is  an  interim  recommendation.  It  is  being  made  in  the 
context  of  a  strong  Department  commitment  to  move  away  from  cost-based 
payment  methods  as  quickly  as  is  feasible.  HCFA's  vigorous  implementation  of  the 
prospective  payment  system  for  hospital  services  exemplifies  this  commitment. 
The  interim  retention  of  the  current  method  of  payment  would  be  the  least 
disruptive  course  to  follow  until  an  alternative  prospective  payment  system  is 
developed  and,  perhaps,  the  benefit  itself  is  restructured  in  a  way  which  considers 
the  needs  of  the  beneficiary,  the  Medicare  program,  and  the  industry. 

HCFA  is  conducting  studies  which  will  lay  the  foundation  for  the 
development  of  an  alternative  method  of  paying  for  home  health  services.  The 
findings  from  these  activities  will  be  incorporated  as  quickly  as  possible  into  the 
development      of      new      payment      arrangements      which      will  provide 
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incentives  that  encourage  cost  conscious  behavior.  The  cost-based  system 
implemented  at  the  beginning  of  the  Medicare  program  has  not  provided  incentives 
toward  efficiency. 

When  the  Medicare  program  was  enacted,  the  model  adopted  as  the  method 
of  paying  for  institutional  services  was  the  prevailing  system  of  cost 
reimbursement  developed  by  the  Blue  Cross  plans  to  pay  for  hospital  services.  This 
method  evolved  over  many  years  and  satisfied  the  hospitals  and  the  insurers.  The 
concept  was  extended  to  the  reimbursement  of  HHAs  under  Medicare. 

Since  the  enactment  of  Medicare,  health  insurance  has  been  extended  to  an 
ever-widening  proportion  of  the  population  with  increasingly  expanded  benefits. 
The  risks  to  providers  of  nonpayment  for  services  rendered  virtually  disappeared. 
Payment  to  health  care  providers  was  guaranteed  for  an  expanding  range  of 
services  to  more  persons. 

The  effects  of  broadened  and  liberalized  health  insurance  coverage  on  health 
care  expenditures  are  too  well  known  to  require  detailed  recapitulation.  The 
escalation  of  home  health  expenditures  described  in  this  report  provides  an 
example.  The  conclusion  from  experience  was  simple:  guaranteed  full  cost 
reimbursement  offers  no  incentives  to  providers  to  furnish  health  care  services  in 
the  most  efficient  manner. 

Since  hospital  care  represented  the  largest  expense  under  Medicare,  hospital 
reimbursement  reform  received  the  most  attention.     The  States  and  HCFA 
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provided  the  professional  and  financial  leadership  to  develop,  test,  and  refine  the 
alternative  methods  of  payment.  Likewise,  HCFA  and  the  States,  through 
research,  experimentation,  and  evaluation,  must  create  an  alternative  home  health 
payment  system  that  is  easy  to  understand,  simple  to  administer,  and  is  capable  of 
being  implemented  in  the  near  future.  Such  a  system  should  resolve  deficiencies 
associated  with  the  present  cost-based  system.  Not  only  must  it  control  outlay 
growth  and  assure  a  more  predictable  level  of  payment,  but  it  should  be  compatible 
with  established  prospective  systems  for  hospitals,  hospices,  end-stage  renal 
disease  facilities,  and  ambulatory  surgery  centers. 

At  present,  there  are  few  available  models  that  can  be  readily  adopted  for 
implementing  new  methods  of  paying  for  home  health  services  other  than  that  of 
the  HMO  wherein  home  health  payments  are  part  of  the  total  payment  for  the 
continuum  of  services.  HCFA  is  studying  approaches  wherein  post-hospital 
services,  including  home  health  services,  would  be  covered  under  a  combined 
payment  with  inpatient  hospital  services.  HCFA  has  gained  immeasurably  from  its 
experience  with  hospitals  and  the  development  of  alternative  methods  of 
reimbursing  HHAs  should  not  be  a  prolonged  process. 

At  least  initially,  any  new  system  should  be  flexible  to  allow  for  future 
refinements  in  the  light  of  accumulated  experience.  HCFA  has  already  developed 
a  multi-pronged  plan  for  acquiring  the  knowledge  base  that  would  permit  the 
proposal  and  refinement  of  alternative  methods  of  covering  and  paying  for  home 
health  services. 
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In  a  concerted  effort  to  develop  cost-effective  methods  to  promote  the 
maintenance  of  older  persons  in  their  homes  and  to  prevent  premature  or 
unnecessary  institutionalization,  HCFA  carried  out  a  series  of  "channeling" 
demonstration  projects.  These  projects  were  designed  to  develop  methods  for 
mobilizing  the  best  combination  of  services  to  support  the  continued  stay  of  frail 
aged  persons  in  the  community.  Based  on  HCFA's  earlier  experience  with  the 
channeling  demonstrations,  the  Department  of  Health  and  Human  Services  (HCFA 
in  cooperation  with  the  Administration  of  Aging  and  the  Office  of  the  Assistant 
Secretary  for  Planning  and  Evaluation)  funded  the  National  Long  Term  Care 
Channeling  Demonstration  Program  in  10  States.  The  program  tested  an  approach, 
through  community  agencies,  that  provided  a  central  point  of  intake  for  individuals 
in  need,  systematic  assessment  of  their  needs,  and  ongoing  case  management  to 
arrange  and  monitor  the  provision  of  coordinated  health  and  social  support 
services.  The  home  health  services  together  with  supportive  services,  such  as 
personal  care  and  transportation,  were  an  integral  part  of  this  program.  The 
evaluation  of  the  results  suggests  that  though  channeling  had  a  positive  impact  on 
the  clients,  the  administrative  structures  and  procedures  used  were  not  cost 
effective. 

The  evaluation  showed  that  channeling  increased  the  amount  of  in-home  care 
to  the  frail  elderly,  reduced  their  unmet  needs,  and  improved  satisfaction  with  life 
for  the  clients  and  their  informal  caregivers.  There  were,  however,  no  differences 
between  the  experimental  and  control  groups  in  the  use  of  hospital,  physician,  and 
other  medical  services.  The  difference  between  the  two  groups  in  the  rate  of 
admissions  to  nursing  homes  was  small  and  not  statistically  significant.  Thus,  the 
costs  of  expanding  case  management  and  community  services  were  not  offset  by 
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reductions  in  the  costs  of  nursing  home  and  other  services.  HCFA  believes  that 
channeling  could  be  made  more  cost-effective  if  the  services  could  focus  more 
accurately  on  persons  with  a  high  risk  for  nursing  home  placement.  HCFA  is 
currently  examining  the  issue  of  criteria  for  "targeting'  this  high  risk  population.  A 
report  to  Congress  on  this  subject  mandated  by  the  Orphan  Drug  Act,  is  under 
development. 

Other  efforts  detailed  in  this  report  include  the  establishment  of  the 
relationship  between  diagnosis  and  the  costs  of  home  health  services  and  the 
development  of  a  series  of  demonstration  project  to  test  and  evaluate  different 
methods  of  paying  for  home  health  services.  HCFA  is  supporting  studies  which 
attempt  to  identify  and  measure  factors  causing  legitimate  differences  in  the  costs 
of  services;  most  explicitly,  differences  in  the  complexity  of  agency  case-loads 
(i.e.,  case  mix  measures).  Very  promising  are  the  results  with  HMOs  which 
integrate  home  health  care  into  capitated  systems  that  cover  a  continuum  of  care. 

Concurrent  with  the  efforts  to  develop  alternative  methods  of  reimbursing 
HHAs,  HCFA  will  continue  to  strengthen  its  administrative  procedures  to  assure 
that  home  health  payments  are  made  only  on  behalf  of  persons  who  meet  the 
criteria  of  eligibility  and  for  services  that  are  medically  necessary.  As  was 
detailed  in  this  report,  it  was  the  rapid  increase  in  the  number  of  persons  being 
served  and  the  services  rendered  to  them  that  accounted  for  almost  two-thirds  of 
the  rise  in  home  health  expenditures  during  the  1974-1980  period.  With  recent 
liberalization  of  the  home  health  benefits  under  Medicare,  strengthened  monitoring 
will  be  equally  urgent  to  the  containment  of  rising  home  health  expenditures  as  is 
the  development  of  a  reimbursement  method  that  offers  appropriate  incentives  to 
efficiency  and  effectiveness. 
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DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Health  Care  Financing  Administration 
[BERC-27S-FN] 

Medicare  Program;  Schedule  of  Limit* 
on  Home  Health  Agency  Costs  Per 
Visit  (or  Cost  Reporting  Periods 
Beginning  on  or  After  Jury  1, 1985 

'  aocnct:  Health  Care  Financing 
Administration  (HCFA).  HHS.  • 
actkmc  Final  notice. 

summary:  This  notice  sets  forth  a 
schedule  of  limits  on  home  health  ' 
agency  (HHA)  costs  that  may  be 
reimbursed  under  the  Medicare 
program.  The  schedule  is  an  update  of 
the  limits  to  take  into  account  more 
recent  data  and  the  effects  of  inflation 
on  HHA  operating  costs,  and  it  applies 
to  HHA  costs  for  entire  cost  reporting 
periods  beginning  on  or  after  July  L 
1985.  The  notice  also  explains  the 
revised  methodology  for  computing  the 
cost  limits  for  cost  reporting  periods 
beginning  on  or  after  July  1. 1985  and 
before  July  1. 1988. 

effective  date:  The  schedule  of  limits 
is  effective  for  cost  reporting  periods 
beginning  on  or  after  July  1. 1985  and 
before  July  1. 1986.  The  revised 
methodology  for  computing  the  limits  is 
effective  for  cost  reporting  periods 
beginning  on  or  after  July  L  1985  and 
before  July  1.1988. 

fos»  marmot  information  contact: 

V.  Judith  Thomas.  (301)  594-9234. 
SUmjEMEKTAKY  INFORMATION:  . 

L  General  Information 

In  the  Federal  Register  on  May  14. 
1985  (50  FR  20178).  we  issued  for  public 
comment  a  proposed  schedule  of  limits 
on  HHA  costs  that  may  be  reimbursed 
under  the  Medicare  program,  effective 
for  cost  reporting  •beginning  on  or  after 
July  1. 1985.  In  addition,  we  requested 
public  comments  on  proposed  changes 
to  the  methodology  we  use  to  calculate 
the  limits  beginning  on  or  after  July  1, 
1985  and  before  July  1. 1988 

In  this  notice,  we  are  issuing  the  final 
schedule  of  cost  limits  effective  for  cost 
reporting  periods  beginning  on  or  after 
July  1. 1985  and  before  July  1. 1988.  In 
addition,  a  summary  of  the  comments 
we  received  on  both  the  proposed  limits 
and  the  proposed  changes  to  the 
methodology,  and  our  responses  to  those 
comments,  are  presented  below. 

IL  Limits  on  HHA  Coats 

Section  186T(v)(l)  of  the  Social 
Security  Act  (the  Act)  authorizes  the 
Secretary  to  set  prospective  limits  on 


allowable  costs  incurred  by  a  provider 
of  services  that  may  be  reimbursed 
under  the  Medicare  program,  based  on 
estimates  of  the  costs  necessary  for  the 
efficient  delivery  of  needed  health 
services.  The  limits  may  be  applied  to 
direct  or  indirect  overall  costs  or  to  the 
costs  incurred  for  specific  items  or 
services  furnished  by  the  provider.  This 
provision  of  the  statute  is  implemented 
under  regulations  at  42  CFR  405.48a 

Under  this  authority.  We  have 
maintained  limits  on  home  health 
agency  (HHA)  per  visit  costs  since  1979. 
The  schedule  set  forth  below  replaces 
the  schedule  that  we  published  in  the 
Federal  Register  on  July  2. 1984  (49  FR 
27272).  which  was  applicable  to  cost 
reporting  periods  beginning  on  or  after 
July  1. 1984  through  cost  reporting 
periods  beginning  June  30. 1985. 

In  developing  the  limits  contained  in 
this  schedule,  we  proposed  four  changes 
to  the  methodology  that  was  used  for 
the  schedule  of  limits  effective  July  1. 
1984. 

LTL  Provisions  of  the  Proposed  Limits 

A.  Continuing  Provisions 

-The  proposed  schedule  of  limits 
provided  for  continued  use  of 
methodology  that  had  been  used  in  prior 
HHA  costs  limit  notices  as  follows: 

1.  MSA/NECMA  Classification  System 

The  classification  system  is  based  on 
whether  an  HHA  is  located  within  or 
outside  a  metropolitan  statistical  area 
(MSA)  or  New  England  county 
metropolitan  area  (NECMA).  as  defined 
by  the  Executive  Office  of  Management 
and  Budget  These  designations  are  the 
same  as  those  used  for  the  July  1. 1984 
schedule  except  for  the  following: 

•  Two  new  urban  areas  have  been 
added:  Naples,  FL  (comprised  of  Collier 
County)  and  Santa  Fe.  NM  (comprised 
of  Los  Alamos  and  Santa  Fe  Counties). 

•  The  Kansas  City,  KS  and  the 
Kansas  City.  MO  urban  areas  have  been 
combined  into  one  urban  area,  the 
Kansas  City.  MO-KS  area. 

•  The  Alton-Granite  City.  IL  the  East 
St  Louis-Belleville.  IL,  and  the  St  Louis, 
MO-LL  urban  areas  have  been  combined 
into  one  urban  area,  the  St  Louis,  MO-IL 
area. 

2.  Use  of  an  Add-on  Adjustment  for 
Hospital-Based  HHAs 

The  proposed  notice  provided  for  an 
"add-on"  adjustment  of  the  freestanding 
HHA  limit  for  each  hospital-based 
discipline  to  account  for  the  higher  costs 
associated  with  Medicare  cost-finding 
requirements  for  administrative  and 
general  (A&G)  costs. 


3.  Use  of  HHA  Market  Basket  fcidex 

An  input  price  (market  basket)  index 
was  developed  from  the  price  of  goods 
and  services  purchased  by  HHAs  to 
account  for  the  impact  of  changing  labor 
and  price  levels  on  HHA  costs.  The 
market  basket  index  was  first 
introduced  effective  July  1. 1980,  and  is 
used  to  adjust  HHA  cost  data  to  the 
midpoint  of  the  first  cost  reporting 
period  to  which  the  limits  will  apply. 
(The  midpoint  of  a  coat  reporting  period 
beginning  July  L 1985  is  December  31. 
1985.) 

4.  Adjustment  of  the  Limits  for 
Inaccurate  Economic  Forecasts 

We  proposed  to  adjust  the  limits 
retroactively  if  the  estimated  market 
basket  index  rate  differs  from  the  actual 
rate  by  more  then  3/10  of  one 
percentage  point 

5.  Use  of  a  Wage  Index  for  Adjusting'* 
HHA  Cost  Data 

A  wage  index,  developed  from  1982 
hospital  wages,  was  used  to  adjust  the 
labor-related  portion  of  the  limits  and 
the  A&G  add-on  to  reflect  differing  wage 
levels  among  the  areas  in  which  HHAs 
are  located.  The  employee  wage  portion 
of  the  market  basket  index  and  the 
employee  benefits  portion  of  the  market 
basket  plus  a  factor  representing  a 
proportionate  share  of  contract  services, 
were  used  to  determine  the  labor 
component  of  all  HHA  per  visit  costs 
used  to  set  the  limits. 

8  Use  of  Cost-of-Living  Adjustment  for 
Alaska.  Hawaii.  Puerto  Rico,  and  the 
Virgin  Islands 

We  proposed  to  apply  a  cost  of  living 
adjustment  to  the  nonlabor  portion  of 
the  limits  for  HHAs  in  Alaska.  Hawaii 
Puerto  Rico,  and  the  Virgin  Islands. 

B.  Proposed  Changes  to  the 
Methodology 

In  the  proposed  notice,  we  stated  that 
.the  following  changes  to  the 
methodology  used  in  calculating  the 
HHA  cost  limits  would  take  effect  July  1. 
1985. 

1.  Elimination  of  Outlier  Costs  , 

The  data  base  we  used  for  the 
proposed  notice  was  comprised  of  data 
from  the  second  year  of  the  single- 
method  cost  report  Reporting  accuracy . 
had  increased  significantly  from  the  first 
year  reports,  probably  due  to  a  greater 
familiarity  with  the  new  cost  reporting 
forms. 

Despite  the  improved  accuracy  of  the 
cost  report  data,  we  continued  to  find 
some  per  visit  costs  that  were  abnormal 
Since  these  aberrant  costs  appeared  to 
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result  from  errors  in  compietiag  the  cost 
report  we  defined  minimum  and 
maximum  outlier  cost  per  visit  values 
for  each  discipline. 

We  proposed  to  use  an  accepted 
statistical  technique  (logarithmic 
transformation)  to  normalize  the 
distribution  of  per  visit  costs  for  each 
service.  We  proposed  to  eliminate  those 
per  visit  costs  that  were  more  than  plus 
or  minus  two  standard  deviations  from 
the  mean  of  the  log-transformed  cost  per 
visit  values.  (For  example,  for  the  urban 
skilled  nursing  service  group,  we 
proposed  to  exclude  costs  above  $116.65 
per  visit  and  below  $20.67  per  visit) 

2.  Inclusion  of  "New  HHA"  Costs  in 
Limits 

In  calculating  the  July  1. 1984 
schedule  of  limits,  we  excluded  from  the 
data  base  the  cost  per  visit  values  for 
"new"  agencies;  that  is,  those  agencies 
that  had  participated  in  the  Medicare 
program  for  less  than  three  full  years. 
This  was  done  to  exclude  the  high  costs 
that  result  from  unique,  nonrecurring 
expenditures  in  the  initial  years  of  an 
agency's  operation. 
-In  subsequent  analyses,  we 
determined  that  using  the  Medicare 
certification  date  to  exclude  "new 
HHAs"  may  eliminate  some  HHAs  that, 
although  they  are  new  to  the  Medicare 
program,  have  actually  been  in 
.  operation  for  several  years.  Further 
analysisof  the  cost  report  data 
indicated  that  the  per  visit  costs  of  many 
of  these  "new"  agencies  are  within  a  • 
normal  range.  Therefore,  we  proposed  to 
include  all  agencies  with  12-month  cost 
reporting  periods  whose  costs  are  within 
the  outlier  cutoff  points. 

3.  Establishment  of  the  Limits  at  a 
Percentage  of  the  Mean 

We  proposed  a  change  in  the 
methodology  concerning  how  the  cost 
limits  are  established.  In  the  previous 
schedules,  limits  were  set  at  a  percentile 
of  the  labor-related  component  of  per 
visit  costs  and  the  nonlabor  component 
of  per  visit  costs.  We  proposed  mat  the 
limits  be  set  at  120  percent  of  the  mean" 
labor-related  and  nonlabor  per  visit- 
costs  effective  July  1, 1985.  In  addition, 
we  indicated  that  we  might  set  the  limits 
at  115  percent  of  mean  cost  effective 
July  1, 1966  and  at  112  percent  of  mean 
cost  effective  July  1, 1987. 

Since  the  single-method  cost  report 
provides  a  degree  of  homogeneity  in  per 
visit  costs  not  previously  available,  we 
stated  our  belief  that  the  use  of  the 
mean,  a  widely  accepted  measure  of 
central  tendency,  would  result  in  limits 
that  are  more  representative  of  the  costs 
incurred  by  efficiently  operated 
agencies. 


4.  Application  of  the  Limits  by  Discipline 

We  proposed  to  revise  the  HHA  cost 
limit  methodology  to  apply  the  limits  to 
the  cost  incurred  for  each  home  health 
discipline,  rather  than  to  the  aggregate 
cost  of  all  visits. 'We  observed  that  it  is 
desirable  for  the  costs  and  revenues 
related  to  each  service  to  be  managed 
independently.  In  addition,  we  stated 
that  a  change  to  application  of  the  limits 
by  discipline  fulfills  the  intent  of 
Congress  as  expressed  in  the 
Conference  Committee  Report 
accompanying  the  Omnibus  Budget 
Reconciliation  Act  of  1981  (Pub.  L  67- 
35).  That  report  stated.  "Although  home 
health  agency  reimbursement  limits  are 
currently  being  imposed  as  a  single 
aggregate  limit  the  conference 
committee  urges  the  Secretary,  as  soon 
as  feasible,  to  begin  to  impose  the  limits 
by  type  of  service."  (HJL  Rep  97-208. 
97th  Congress.  1st  Session  949  (1981)) 

IV.  Analysisand  Responses  to 
Comments 

We  received  87  letters  concerning  the 
proposed  notice  from  HHAs,  national 
and  State  HHA  associations, 
associations  representing  other 
providers  of  health  services,  Members  of 
Congress  and  other  interested  parties. 

A  discussion  of  the  comments  and  our 
responses  follows: 

A.  Elimination  of  Outlier  Costs 

Comment  Several  commenters 
objected  to  the  exclusion  of  any  per  visit 
costs  from  the  costs  used  to  calculate 
the  limits. 

Response:  Section  1861(v)(l)  of  the 
Act  requires  that  HCFA  base  the  HHA 
cost  limits  on  estimates  of  the  costs 
necessary  in  the  efficient  delivery  of 
needed  health  care  (emphasis  added). 
We  do  not  believe  that  reported  per  visit 
costs  of  $13  for  skilled  nursing,  $7  for 
physical  therapy,  or  $8  for  speech 
pathology  accurately  reflect  the 
necessary  cost  of  delivering  these 
services.  Neither  do  we  believe  that  per 
visit  cost*  of  $700  for  skilled  nursing. 
$740  for  physical  therapy.' or  $728  for 
occupational  therapy  represent  costs 
incurred  in  the  efficient  delivery  of  these 
services.  Rather,  these  extremely  low 
and  high  costs  reflect  a  failure  to 
properly  classify  and  allocate  costs  on 
the  Medicare  cost  report  or.  in  the  case 
of  some  of  the  high  costs,  a  failure  to 
operate  efficiently.  Their  exclusion  is 
appropriate  to  prevent  these  aberrant 
costs  from  affecting  the  values  of  the 
limits. 

In  response  to  several  requests,  we 
have  included  below  the  range  of  low 
costs  per  visit  (less  than  two  standard 
deviations  below  the  mean)  and  high 


costs  per  visit  (greater  than  two 
standard  deviations  above  the  mean) 
that  were  excluded  from  the  costs  used 
to  establish  the  limits  for  each 
discipline. 
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Comment-  One  commenter  questioned 
the  appropriateness  of  the  proposed 
change  to  the  method  used  to  define 
outlier  costs. 

Response:  In  analyzing  the 
distribution  of  wage  index  adjusted  per 
visit  costs,  we  found  that  the 
distributions  for  each  discipline  are 
highly  peaked  (suggesting  a  high  degree 
of  central  tendency)  and  skewed  right 
This  type  of  distribution  is  not  unusual 
for  economic  data,  as  the  adjusted  per 
visit  costs  can  be  very  large,  but  cannot 
be  less  than  zero.  Had  we  defined 
outlier  points  as  plus  or  minus  two 
standard  deviations  from  the  mean  of 
the  per  visit  costs  for  each  discipline, 
none  of  the  extremely  low  costs  would 
have  been  excluded,  as  minus  two  * 
standard  deviations  from  the  mean  was 
less  than  zero  for  all  disciplines. 

However,  the  distribution  of  this  type 
of  data  is  generally  log-normal;  that  is. 
the  natural  logarithms  of  the  cost  per 
visit  values  are  much  closer  to  a  normal 
distribution  than  is  the  distribution  of 
the  actual  costs  themselves.  We  tested 
this  hypothesis  by  &tennining  the 
extent  to  which  each  distribution 
deviated  from  normality  before  and 
after  log-transformation.  In  aD  cases,  the 
■deviation  from  normality  (Kolomogorov-* 
Smimov  D-Statistic)  of  the  log- 
transformed  distributions  was 
significantly  tower.  Therefore,  we 
defined  the  outlier  cutoff  points  as  plus 
or  minus  two  standard  deviations  from 
the  mean  of  the  log-transformed  cost  per 
visit  values,  thereby  esliminating 
extreme  values  from  both  ends  of  the 
distribution.  This  provision  eliminated 
approximately  600  of  the  approximately 
12200  cost*  per  visit  values  in  the  data 
base. 
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B  l~,c!js;on  of  the  Costs  of  Sew  HtiAs 
Limits 

Ci<n:nier,t.  One  coramenter  staled  thai, 
hy  including  the  costs  of  new  HHAs  in 
th*  costs  used  to  determine  the  limits, 
this  nonce  was  eliminating  the 
exception  provided  for  new  HHAs. 

Response:  The  purpose  of  this  notice 
'is  to  promulgate  a  revised  schedule  of 
limits,  and  it  contains  no  revision  to 
I  409.460(f)(7).  which  allows  an 
exception  to  the  limits  for  new  HHAs. 

C  Establishment  of  the  Limits  as  a 
Percentage  of  the  Mean 

Comment-  Several  commenters 
questioned  the  appropriateness  of  the 
change  from  a  percentile  to  a  percent  of 
the  mean  as  the  basis  for  the  limits. 

Response:  We  had  been  planning,  for 
some  time,  to  reevaluate  the 
methodology  used  to  establish  the  limits 
when  more  accurate  data  from  the 
single  method  cost  report  became 
available.  The  data  used  to  establish 
these  limits  are  comprised  exclusively  of 
data  from  the  second  year  of  use  of  the 
single  method  cost  report. 

Or.e  per  visit  cost  variations  due  to 
geographic  variations  in  prevailing  wage 
!« \  tls  were  reduced  by  the  wage  index 
;ic!j;islment.  we  found  a  high  degree  of 
f-c.r.ogeneity  in  the  resulting  costs.  Since 
h  Icrge  majority  of  HHAs  is  incurring 
-  rn.ldt  costs  for  the  same  type  of 
sen  .ce.  we  find  that  the  mean  is  an 
opp.-jpriate  measure.  This  results  in  a 
hos  s  for  the  limits  that  is  reflective  of 
the  h-sh  degree  of  central  tendency  in 
the  cis:r:bu!ion  of  per  visit  costs. 

C  -z-nent:  A  number  of  commenters 
*r2ur-d  for  a  level  higher  than  120 
p^rr.T.t  cf  ;he  mean. 

Rt-pcrse:  In  determining  an 
-Trr-  p-:2>e  level  to  propose  for  the 
l;m:*s.  we  considered  several  other 
lr-\f!s  However.  120  percent  of  the 
R:e«n  was  the  highest  level  considered 
The  h  2h  degree  of  central  tendency 
exr.t;'ed  by  the  distributions  of  per 
\  isit  cos;»  does  not  support  the  use  of  a 
T.aru;r;  greater  than  20  percent  to 
.iccorr.modate  cost  variations  not' 
;!cxo-nted  for  by  the  limits  methodology. 
Thdt  ;s.  with  the  wage  index  adjustment 
:ontrciiir.g  for  variations  in  prevailing 
wage  levels,  we  found,  for  all 
disciplines,  that  a  majority  of  providers 
ncur  :-;rr.:!ar  costs  for  the  same  services. 

For  cost  reporting  periods  beginning 
in  or  after  July  1.  1935.  we  considered 
•  !      "2  levels  at  115  percent  of  the 
::j  .-.r.  -.r.d.  alternatively,  at  112  percent 
i:f  -(  ~.  can.  both  of  which  could  be 
'..fP'ved  by  the  distribution  of  the 
■!.  -a  However,  we  chose  120  percent  of 
he  rr.t-.n  for  cost  reporting  periods 
l">C      -.8  on  or  after  July  1.  1985  and 


before  July  1. 1986. 115  percent  of  the 
mean  for  cost  reporting  periods 
beginning  on  or  after  July  1. 1986  and 
before  July  1. 1987.  and  112  percent  of 
the  mean  for  cost  reporting  periods 
beginning  on  or  after  Julv  1. 1987  and 
before  July  1. 1988.  We  chose  these 
levels  because  these  levels  will  provide 
additional  incentives  for  efficient 
operation  of  HHAs.  while  avoiding  the 
adverse  impact  of  a  sudden,  large 
decrease  in  the  limits. 

Several  commenters  compared  the 
proposed  July  1. 1985  limits  to  those 
effective  July  1. 1984  to  argue  for  a 
,  higher  level  for  the  proposed  limits.  In 
comparing  the  July  1. 1985  limits  to  those 
effective  July  1. 1984,  it  should  be  noted 
that  the  actual  rates  of  inflation  for  1984 
and  those  currently  projected  for  1985 
are  lower  than  the  projected  rates  of 
inflation  for  those  two  years  that  were 
used  in  developing  the  July  1. 1984 
limits. 

Comment  Several  commenters  stated 
that  the  HHA  cost  limits  methodology 
should  take  into  account  the  fact  that 
prospective  payment  for  hospitals  is 
resulting  in  the  discharge  of  patients  to 
home  health  care  who  require  a  more 
intense  and  costly  level  of  care 
(including  high  technology  services) 
than  was  the  case  before  the 
prospective  payment  system  went  into 
effect. 

Response:  We  have  received 
allegations  of  individual  instances  of 
hospitab  discharging  patients  who 
require  a  more  intense  level  of  care  in 
the  initial  portion  of  their  home  care 
treatment  than  generally  was  needed  for 
patients  discharged  from  hospitals  prior 
to  the  prospective  payment  system. 
However,  we  find  no  indication  in  any 
of  the  data  available  to  us  of  an 
identifiable  trend  in  increased  costs  per 
visit  related  to  an  increase  in  the 
provision  of  high  technology  services  or 
the  inception  of  the  prospective  payment 
system.  We  are  monitoring  many 
aspects  of  prospective  payment  and  its 
effect,  if  any.  on  poethospital  care. 

D.  Use  of  a  Single' Level  for  all  Limits 
Versus  Use  of  Different  Levels  for 
Different  Disciplines 

Comment-  The  few  commenters  who 
addressed  this  issue  expressed  a 
concern  about  the  basis  that  would  be 
used  to  determine  the  appropriate  level 
for  different  disciplines.  It  was 
suggested  that  the  level  used  for  skilled 
nursing  should  be  higher  than  that  used 
for  the  other  five  disciplines.  Medical 
social  services  was  identified  as  a 
discipline  for  which  a  lower  level  would 
be  appropriate.  Another  suggestion  was 
that  the  level  of  the  limit  should  be 
inversely  related  to  volume.  It  was  also 


suggested  that  the  level  for  each 
discipline  should  be  related  to  the 
projected  number  of  HHAs  with  costs  in 
excess  of  the  limit  for  that  discipline. 

Response:  There  appear  to  be  diverse 
opinions  within  the  industry  on  this 
question,  and  we  intend  to  continue 
studying  possible  alternatives.  If  we  find 
evidence  that  supports  a  change  in 
methodology,  we  will  publish  a 
proposed  notice  for  public  comment 

£  Application  of  the  Limits  by 
Discipline. 

Comment-  A  number  of  commenters 
questioned  whether  the  data  used  to 
develop  the  limits  were  sufficiently 
accurate  to  allow  application  of  the 
limits  by  discipline. 

Response:  As  discussed  above,  we 
find  that  the  improvement  in  the  quality 
of  the  cost  reporting  has  provided  us 
with  data  of  sufficient  accuracy  to  allow 
application  of  the  limits  by  discipline, 
enabling  us  to  follow  the  intent  of 
Congress  as  expressed  in  the 
Conference  Committee  Report  (H.R. 
Rep.  97-208.  97th  Congress.  1st  Session 
949  (1981))  accompanying  Pub.  L  97-35. 

Comment-  A  number  of  commenters 
argued  that  per  discipline  application  of 
the  limits  should  be  delayed  to  allow  ' 
agencies  additional  lead  time  to  adjust 
their  operating  plans. 

Response:  We  find  that  providers 
have  been  afforded  more  than  adequate 
advance  notice  of  this  change.  In  the 
original  Schedule  of  limits  (44  FR  31815. 
June  1. 1979)  we  stated.  "When  all 
providers  are  using  a  uniform  method  of 
cost  finding  and  apportionment,  we  will 
apply  the  per  visit  limit  for  each 
fliscipline  to  the  costs  per  visit  of  that 
discipline!'  (emphasis  added).  In  each  of 
the  five  notices  of  limits  subsequently 
published,  we  reaffirmed  this  intention. 
In  the  notice  establishing  the  present 
schedule  of  limits  (49  FR  27274. 'July  1 
1984).  we  stated  that  data  from  the  first 
year  of  use  of  the  single  method  cost 
report  were  available,  and  the  only 
reason  we  were  not  applying  those 
limits  by  discipline  was  because  of  the 
obvious  errors  made  in  completing  the 
cost  report  due  to  the  first  year  of  use. 
Because  these  limits  are  applied  to  the 
average  annual  costs  per  visit  of  each 
discipline,  providers  have,  at  a 
minimum,  the  entire  12  months  of  their 
fiscal  year  to  make  whatever 
management  changes  are  necessary  to 
accommodate  the  ef/ect  of  per  discipline 
application. 

Comment:  Commenters  stated  that 
agencies  would  stop  offering  services  in 
those  disciplines  that  were  over  the  limit 

Response:  Agencies  with  per  visit 
costs  in  excess  of  the  limits  for  one  or 
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more,  but  not  all.  disciplines  will  fall 
into  one  of  four  categories. 

The  first  category  is  comprised  of 
HHAi  with  excess  costs  attributable  to 
inefficient  operation.  These  agencies 
will  have  to  identify  and  correct  the 
causes  of  their  higher  costs  if  they  are  to 
avoid  disallowances. 

The  second  category  consists  of  those 
agencies  whose  excessive  cost  in  a 
discipline  is  caused  by  a  failure  to 
properly  classify  costs.  For  example,  in 
the  case  of  most  of  the  approximately  40 
HHAs  whose  costs  per  visit  for  medical 
social  service  were  excluded  from  the 
limits  calculation"  as  an  outlier  cost. 
'  there  was  an  apparent  failure  to 
differentiate  between  activities  related 
to  specific  patients  (visiting  costs)  and 
activities  on  behalf  of  the  agency  or  all 
patients  (administrative  costs).  Ln  these 
situations,  improved  recordkeeping  will 
result  in  the  proper  classification  of 
costs,  with  the  result,  in  many  instances, 
of  all  disciplines  being  below  their 
respective  limits. 

In  the  third  category  are  agencies 
whose  excessive  cost  is  attributable  to 
the  fact  that  the  demand  for  a  given 
discipline  is  insufficient  to  allow  the 
efficient  utilization  of  a  full  time 
employee.  In  these  instances,  agencies 
could  reduce  their  cost  by  changing  to 
part-time  employment,  by  providng  the 
services  under  arrangement  with  an 
allied  medical  professional,  or  by 
making  other  changes  in  their  pattern  of  " 
service  delivery.  Either  action  would 
*  have  the  effect  of  immediately  reducing 
the  excessive  cost  that  was  caused  by 
idle  capacity. 

The  fourth  category  consists  of 
agencies  in  areas  where  the  prevailing 
charge  for  services  under  arrangements 
is  such  that  the  agency  is  unable  to 
provide  the  service  at  a  cost  below  the 
limit.  In  these  instances,  the  agency  may 
apply  for  and  receive  a  special  labor 
market  exception  under  the  provisions 
of  §  405.432(f)(2).  These  excessive  costs 
may  also  be  considered  for  an  exception 
under  the  provisions  of  §  405.460(f)- 

Comment  Several  comment ers  stated 
that  per  discipline  application  of  the 
limits  will  remove  an  element  of 
flexibility  that  providers  need  to 
accommodate  circumstances  such  as  the 
provision  of  uncompensated  care  and 
providing  home  health  services  to 
patients  with  unusually  intense  care 
needs. 

Response:  We  recognize  that  there 
will  be  valid  circumstances  not 
anticipated  by  the  limits  methodology 
that  will  cause  a  provider  to  incur  cost  ■ 
in  excess  of  that  allowed  by  the  limits, 
and  we  provide  for  these  extraordinary 
situations  through  the  exceptions 
process.  However,  it  is  not  in  the 


interest  of  either  beneficiaries  or  the 
Medicare  program  for  HHAs  to  continue 
to  subsidize  high  cost  disciplines  with 
lower  cost  disciplines,  without 
investigating  the  possibility  of  reducing 
the  higher  costs.  Rather,  it  is  desirable 
for  all  agencies  to  monitor  continually 
the  cost  of  providing  each  discipline  and 
to  take  steps  to  control  the  cost  of  any 
discipline  as  soon  as  there  are 
indications  that  costs  are  increasing.  We 
are  aware  of  well  managed  agencies 
that  monitor  per  discipline  cost  on  a 
monthly  and  even,  in  some  cases, 
weekly  basis.  These  agencies  are 
generally  able  to  provide  services 
consistently  at  a  cost  below  the  limits 
for  each  discipline  they  offer.  To 
summarize  we  believe  that  per 
discipline  application  of  the  limits  will 
give  all  agencies  an  incentive  to  improve 
their  management  controls,  with 
immediate  and  ongoing  benefit  to  all 
home  health  care  patients  through  a 
reduction  in  cost  and  a  moderation  in 
the  future  rate  of  increase  in  cost 

F.  Publication  of  Limits  at  115  Percent  of 
the  Mean  Effective  July  1,  1996  and  112 
Percent  of  the  Mean  Effective  July  I, 
1987 

Comment  Some  commenters 
suggested  that  HCFA  needs  to 
determine  the  effect  of  per  discipline 

^application  of  the  limits  at  120  percent  of 
mean  cost  before  proceeding  with 
reductions  to  115  percent  and  then  112 
percent 

Response:  We  expect  that  the 
application  of  the  limits  by  discipline 
will  result  in  continuing  improvements 
in  management,  recordkeeping,  and  cost 
reporting  by  most  HHAs.  Setting  the 
limits  at  120  percent  of  mean  cost  will 
provide  a  further  incentive  to  contain 
costs  through  improved  efficiency.  This 
improvement  in  efficiency  should  result 
in  a  moderation  in  the  rate  of  increase  in 
average  per  visit  costs.  Because  wa 
expect  improvements  resulting  from 
modifications  in  provider  behavior  to 
continue.'  we  believe  that  the  margin 

-  above  the  mean  allowed  in  future 
schedules  of  limits  can  be  reduced 
without  adversely  affecting  efficiently 
operated  HHAs.  Therefore,  we  provide 
in  this  notice  for  limits  set  at  115  percent 
of  mean  cost,  effective  July  1. 1986.  and 
at  112  percent  of  mean  cost  effective 
July  1. 1987.  Under  section  2319  of  the 
Deficit  Reduction  Act  of  1984.  Pub.  L 
98-369. 112  percent  of  the  mean  is  the 
upper  limit  that  Congress  determined  is 
zppropriate  for  efficiently  operated 
skilled  nursing  facilities,  and  we  believe 
that  the  same  percentage  is  equally 
applicable  to  HHAs.  The  115  percent 
limit  is  a  transition  amount 


Were  we  to  agree  not  to  change  the 
level  of  the  limits  until  a  study  of  the 
impact  could  be  completed,  the  earliest 
date  by  which  we  could  begin  an 
analysis  would  be  March  1988.  when 
more  than  50  percent  of  the  cost  reports 
subject  to  the  July  1. 1985  limns  will 
have  been  filed  and  available  to  us. 
Under  these  circumstances,  the  earliest 
we  could  promulgate  limits  at  115 
percent  of  the  mean  would  be  January  l, 
1989,  and  promulgation  of  limits  it  112 
percent  of  the  mean  would  be  delayed" 
until  July  1, 1991. 

Comment-  the  numerous  commenters 
who  addressed  this  issue  were 
unanimous  in  their  opposition  to  the 
proposal.  Several  commenters  objected 
to  the  publication  of  future  limits  using 
current  data  and  economic  estimates. 
They  were  of  the  opinion  that  limits 
should  not  be  proposed  unless  they 
were  based  on  the  data  that  would  be 
the  basis  for  the  final  schedule  of  limits. 

Response:  In  this  final  notice,  we  have 
not  included  the  schedules  of  limits  that 
will  apply  beginning  July  1. 1986  and 
July  1. 1987,  respectively,  because  the 
schedules  will  be  based  on  the  latest 
available  cost  data  adjusted  by  the 
latest  estimates  in  the  market  basket 
index.  However,  we  are  setting  the 
limits  at  115  percent  of  mean  cost  for  12- 
month  cost  reporting  periods  beginning 
on  or  after  July  1. 1986  and  before  July  1. 
1987  and  at  112  percent  of  mean  cost  for 
12-month  cost  reporting  periods 
beginning  on  or  after  July  1. 1987  and 
before  July  1. 1988.  Thus,  we  are  putting 
into  place  the  three-year  methodology 
that  we  proposed,  although  we  are  not 
now  publishing  the  schedules  for  the 
last  two  years. 

C.  Comments  on  Other  Elements  of  the 
Proposed  Limits  Methodology 

Comment:  Comments  were  received 
questioning  the  adequacy  and  reliability 
of  the  data  that  were  the  basis  for  the 
limits. 

Response:  The  data  base  is  comprised 
of  data  from  every  12-month  HHA  cost 
report  available  as  of  September  30, 
1983.  Because  of  the  lead  time  necessary 
for  extraction  and  analysis  prior  to 
publication  of  a  proposed  notice,  these 
data  are  the  latest  practicable.  As 
discussed  above,  the  quality  of  the  data 
improved  significantly  from  the  quality 
of  the  data  contained  in  previous  data 
bases.  No  other  source  of  national  data 
on  the  cost  of  home  health  care 
approaches  the  scope,  depth,  and 
accuracy  of  this  data  base. 

Comment  Several  commenters 
suggested  that  the  data  used  to 
determine  the  relative  importance  of  the 
categories  of  cost  in  the  market  basket 
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index  were  out  of  date  and  do  not  reflect 
current  industry  experience. 

Response:  The  1977  data  are  the  latest 
available  that  are  of  sufficient  scope  to 
allow  the  development  of  reliable 
weights  for  the  various  categories  of 
costs.  As  discussed  in  the  proposed 
.notice,  the  market  basket  is  a  Laspeyres 
price  index,  which  allows  the  relative 
importance  of  each  category  to  change 
overtime  in  accordance  with  changes  in 
the  price  variables  of  each  category.  As 
a  consequence,  the  relative  importance 
values  used  in  this  final  notice  take  into 
account  all  changes  in  the  price 
variables  since  the  construction  of  the 
index. 

Since  the  introduction  of  the  input 
price  index  in  1960.  it  has  been  our 
intention  to  review  the  weights 
periodically.  To  this  end.  we  expanded 
the  amount  of  cost  report  data  extracted 
for  these  limits  and  will  begin  a  study  of 
these  data  in  the  immediate  future.  If  we 
find  that  changes  in  the  construction  of 
the  market  basket  are  indicated,  the 
changes  will  be  incorporated  in  the  next 
update  of  the  schedule  of  limits. 

Ccn:ment:  One  commenter  questioned 
•he  accuracy  of  '.he  percentage  of 
contract  services  used  in  determining 
the  !ubor  rs!u:ed  portion  of  per  visit 
cost. 

Response:  Since  the  contract  service 
category  is  composed  of  labor-related 
end  nonlabor  elements,  only  a  portion  of 
the  relative  importance  of  this  category 
is  jppropriately  included  with  the 
relative  importance  of  the  employee 
wage  and  benefit  categories  in 
determining  the  labor-related  portion  of 
per  visit  costs.  The  portion  of  contract 
services  that  is  Ubor-related  is 
determined  by  assumirg  that  the 
relative  importance  of  the  labor-related 
and  nonlabor  element*  of  this.category 
is  the  same  as  that  of  the  sum  of  the 
o'her  categories.  Therefore,  of  the  6.87 
percent  relative  importance  given 
contract  services.  5.47  percent  was 
deemed  to  be  labor-related  and  was 
included  with  the  relative  importance 
values  of  wages  and  fringe  benefits  in 
determining  the  percentage  of  per  visit 
costs  that  was  labor-related. 

Comment:  Comments  were  received 
questioning  the  definitions  of  the  MSAs 
used  in  the  proposed  notice.  One 
comment  specifically  concerned  the 
definition  of  the  Chicago  MSA. 

Response:  The  responsibility  for  the 
development  and  promulgation  of  all 
policy  related  to  MSAs.  including  the 
criteria  used  in  determining  the  MSA  to 
•.\hich  a  country  will  be  assigned,  rests 
«i>fely  with  the  Executive  Office  of 
Management  and  Budget.  Comments  on  ' 
MSA  designations  should  be  directed  to: 


Office  of  Information  and  Regulatory  Affairs. 
Executive  Office  of  Management  and 
Budget.  Washington.  D  C  20503 

The  definition  of  the  Chicago  MSA 
included  in  the  proposed  notice  was 
correct.  Any  additional  questions  should 
be  directed  to  the  address  above. 

Comment-  Several  commenter*  are 
concerned  that  the  wage  indexes  were 
affected  by  changes  in  the  level  of  fringe 
benefits  in  tome  areas  and  alto  that  the 
indexes  did'not  increase  with  increases 
in  local  wage  levels. 

Response:  The  wage  indexes  are 
based  on  reported  hospital  wages,  and 
are  not  affected  by  any  changes  in  the 
level  of  fringe  benefits  paid.  The  wage 
indexes  are  not  used  as  a  measure  of  the 
absolute  wage  level  in  any  one  area  of 
the  country:  rather,  they  measure  the 
prevailing  wage  level  in  each  area 
relative  to  the  national  average  for  all 
areas.  The  index  for  a  given  area  will 
increase  and  decrease  from  year  to  year 
as  the  prevailing  hospital  wage  level  for 
that  area  increases  and  decreases 
relciive  to  the  national  average. 

Comment  One  commenter  asked  why 
we  are  not  using  the  new  wage  index 
developed  for  the  prospective  payment 
system.  In  addition,  several  commenters 
questioned  the  accuracy  of  the  wage 
indexes  and  the  limits  for  rural  (non- 
MSA)  areas. 

Response:  As  noted  in  the  proposed 
notice,  we  are  considering  a  survey- 
based  hospital  wage  index  for  use  with 
the  hospital  prospective  payment 
system.  In  the  June  10, 1985  proposed 
rule  concerning  changes  to  the 
prospective  payment  system  for  fiscal 
year  1986.  comments  were  requested 
regarding  the  use  of  this  wage  index  (50 
FR  24377).  As  no  decision  has  been 
mace  on  this  issue,  it  would  be 
premature  to  adopt  the  survey-based 
wage  index  for  this  schedule  of  limits.  If 
a  decision  is  made  to  use  the  survey- 
based  wage  index  for  the  hospital 
prospective  payment  system,  we  may 
use  this  index  in  future  schedules  of 
HHA  limits.  However,  we  are  also 
exploring  the  feasibility  of  developing 
an  HHA  industry-specific  wage  index 
system  from  the  employee  wage  and 
compensation  analysis  data  taken  from 
the  Medicare  cost  reports. 

We  have  retained  separate  MSA 
(urban)  and  non-MSA  (rural)  schedules 
of  limits  so  that  the  limits  reflect  the 
differences  in  operating  environments  in 
these  two  types  of  locales.  Therefore, 
rural  providers  are  subject  to  limits 
based  on  data  from  peer  providers 
operating  in  similar  circumstances.  The 
separate,  rural  limits  should  reflect  the 
circumstances  unique  to  this 
environment. 


The  wage  indexes  used  in  this  final 
notice  are  based  on  the  latest  BLS  data 
available  in  time  to  allow  the 
incorporation  of  the  indexes  in  the  limits 
methodology.  If  we  discover  that  we  or 
BLS  have  made  any  error  that  results  in 
an  incorrect  wage  index  for  any  area, 
we  will  direct  the  Medicare 
intermediaries  to  recalculate  the  limits. 

Comment'  Comments  were  received - 
supporting  and  opposing  the  use  of  an 
add-on  adjustment  for  hospital-based 
HHAs. 

Response:  The  basis  and  the  purpose 
of  the  add-on  have  been  discussed  in 
detail  in  previous  notices  (see  47  FR 
42904.  September  29. 1982  a.-.d  49  FR 
27272.  July  2. 1984).  In  summary,  the  add- 
on is  intended  to  recognize  l?j.i:mately 
incurred  hospital  overht* id  ccst 
allocated  to  the  HHA  in  excess  of  the 
HHAs  consumption  of  hospital  overhead 
resources.  We  do  not  intend  to  give  a 
hospital-based  provider  s  financial 
advantage  over  a  freestanding  HHA 
Rather,  the  add-on  is  intended  to  make 
the  limits  neutral  as  to  the  ownership 
status  of  an  HHA.  For  example,  one  of 
the  ways  this  is  accomplished  under 
existing  policy  is  excluding  from  costs 
subject  to  the  limits  the  return  on 
owner's  equity  paid  to  proprietary 
providers. 

We  are  also  clarifying  that  the 
hospital  overhead  cost  that  is  the  basis 
for  the  add-on  was  not  included  in  the 
costs  used  in  determining  the 
prospective  payment  rate  for  inpatient 
hospital  services. 

Comment:  Several  comments  were 
received  questioning  the  continued  use 
of  a  hospital  cost  reporting  form  for 
hospital-based  HHAs  that  creates  the 
need  for  an  add-on.  These  commenters 
suggested  thaf  all  HHAs  be  required  to 
file  the  same  form. 

Respor.se:  Since  requiring  use  of  the 
single  method  cost  report  for  all  HHAs 
would  require  a  change  in  the 
regulations,  we  are  unable  to  adopt  this 
comment  at  this  time.  However,  we  are 
considering  proposing  such  a  change. 

Comment  Commenters  stated  that  the 
limits  for  home  health  aide  services 
should  be  applied  on  a  per  hour  rather 
than  per  visit  basis. 

Response:  Since  1980.  Medicare 
regulations  at  §  405.452(a)(3)  have 
required  the  determination  of 
reimbursable  costs  on  a  per  visit  basis 
for  all  six  disciplines. 

Comment  A  number  of  commenters 
stated  that  the  limits  methodology 
should  include  an  adjustment  for 
variations  in  intensity  of  care  (that  is.  a 
case-mix  adjustment). 

Response:  While  we  recognize  that 
some  individual  cases  will  require  a 
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Jevel  of  care  more  intense  that  is 
required  on  the  average,  there «re  no 
data  currently  available  that 
demonstrate  a  significant  variation  in 
average  intensity  of  care  among  HHA  s. 
The  cost  per  visit  reported  by  each 
agency  is  the  average  cost  of  all  visits 
for  a  year,  and  all  agencies  will  have 
some  cases  that  require  more  intense 
levels  of  care.  However,  we  know  of  no 
information  that  demonstrates  that 
differences  in  cost  per  visit  among 
otherwise  similar  agencies  are 
attributable  to  differences  in  the  average 
intensity  of  care  required  by  the  patients 
of  the  agencies.  We  are  studying  this 
issue. 

Comment  Several  commenters 
observed  that  the  limits  should  provide 
positive  incentives,  as  well  as  negative, 
to  contain  costs.  It  was  suggested  that 
the  limits  should  reward  providers  with 
costs  for  a  discipline  below  the  limit  for 
that  discipline,  as  well  as  penalize  those 
providers  with  costs  in  excess  of  the 
limits. 

Response:  Section  1861(v)(i)  of  the 
Act  currently  requires  that 
reimbursement  for  home  health  services 
be  based  on  reasonable  cost  subject  to 
an  upper  limit.  Therefore,  in  the  absence 
of  a  change  is  the  statute,  we  cannot 
implement  such  a  change.  We  are  in 
agreement  with  the  sentiment  expressed 
by  these  commenters.  that  a  desirable 
system  of  reimbursement  should  provide 
.  for  both  positive  and  negative  incentives 
to  .contain  costs.  It  is  for  this  reason  that 
we  continue  actively  to  investigate  the  " 
feasibility  of  developing  a  prospective 
payment  system  for  home  health 
services.  A  prospective  payment  system 
without  retroactive  settlement  based  on 
incurred  costs,  by  its  very  nature, 
automatically  rewards  efficient 
operation  with  a  profit,  while  it 
penalizes  inefficient  operation  with  a 
loss. 

Comment:  Numerous  commenters 
were  quite  concerned  about  the  effect  of  • 
the  proposed  limits  in  combination  with 
the  cap  on  HHA  reimbursement 
contained  in  the  President's  Budget. 

Response:  The  refinements  to  the 
HHA  limits 'methodology  contained  in 
this  notice  are  consistent  with  the  intent 
of  the  President's  Budget. 

Comment:  Several  commenters 
questioned  the  inclusion  of  capital- 
related  costs  in  per  visit  costs  subject  to 
the  limits. 

Response:  Capital-related  costs  are 
excluded  from  costs  subject  to  the 
hospital  limits  and  diagnosis-related 
group  rates  under  the  prospective 
payment  system,  and  the  skilled  nursing 
facility  limits,  because  these  costs  are  a 
significant  component  of  total  cost  and 
vary  significantly  among  facilities. 


In  the  case  of  an  HHA.  these  costs 
are.  on  the  average,  less  than  three 
percent  of  total  agency  costs  and  do  not 
tend  to  exhibit  the  degree  of  variation 
found  in  capital-related  costs  of 
providers  of  inpatient  services. 
Therefore,  we  find  no  compelling  reason 
to  exclude  this  portion  of  costs  from  the 
control  established  by  the  cost  limits. 

Comment  We  received  a  number  of 
other  comments  concerning  various 
elements  of  the  methodology  used  in 
both  this  and  previous  schedules  of 
limits. 

Response:  As  has  been  true  of  all 
schedules  of  limits,  the  limits  in  this 
schedule  represent  our  best  estimate  of 
the  cost  necessary  in  the  efficient 
delivery  of  needed  health  sen-ices.  The 
methodology  used  in  this  notice 
incorporates  all  feasible  refinements  to 
improve  the  accuracy  of  the  limits.  We 
intend  to  continue  studying  various 
aspects  of  the  home  health  industry.  As 
information  that  allows  further 
refinements  to  the  limits  methodology 
becomes  available,  we  will  include 
these  refinements  as  proposed  changes 
to  future  schedules  of  limits. 

Comment  Several  commenters 
asserted  that  the  30-day  comment  period 
did  not  provide  enough  time  for  the 
public  to  comment  effectively  on  so 
many  complex,  critical  policies. 

Response:  The  Administrative 
Procedure  Ad  (5  U.S.C.  553)  does  not 
specify  a  minimum  time  for  the  length  of 
a  public  comment  period.  The  courts 
have  consistently  held  that  a  30-day 
comment  period  is  sufficient.  In 
addition,  we  provided  a  30-day  comment 
period  for  the  schedule  of  limits  that 
took  effect  July  1, 1984  and.  as  with  the 
many  regulations  we  propose,  we  find 
that  a  30-day  comment  period  is 
sufficient. 

We  received  87  items  of 
correspondence  from  HHAs  and  other 
interested  parties.  The  issues  raised 
covered  a  broad  range  of  concerns,  as 
demonstrated  by  our  discussion  of  the 
comments  throughout  this  document. 
Therefore,  we  do  not  believe  that  the 
length  of  the  comment  period  was 
inappropriate.  However,  any  time  we 
receive  letters  from  the  public  we 
consider  the  issues  raised.  If  we  were  to 
be  convinced  that  future  changes  to  the 
limits  methodology  should  be  made,  we 
would  propose  them  in  the  Federal 
Register. 

V.  Changes  to  the  Proposed  Notice 

A.  Corrections  of  Errors  in  Cost  Report 
Date 

Subsequent  to  preparation  of  the 
proposed  notice,  the  cost  report  data 
were  subjected  to  four  additional 


computerized  edits.  Each  of  these  edit 
runs  identified  additional  errors  in  th» 
data  that  were  corrected  prior  to  the 
next  edit  run.  As  a  consequence,  the 
cost  report  data  base  is  the  most 
accurate  available  source  of  data  for  use 
in  estimating  the  cost  incurred  by  an 
efficiently  operated  HHA. 

B.  Update  of  Market  Bosket  Index 

The  market  basket  index  was  updated 
immediately  prior  to  the  determination 
of  the  final  limit  values.  This  update 
incorporated  both  the  latest  available 
information  on  changes  in  each  category 
of  input  price  and  any  changes  in 
assumptions  on  economic  trends  Since 
the  actual  and  estimated  annual  tales  of 
increase  in  section  VI11.A  of  this  final 
notice  are  based  on  information  more 
current  than  the  actual  and  estimated 
annual  rates  of  increase  that  was 
available  when  the  proposed  notice  was 
prepared,  the  newer  rates  more 
accurately  reflect  the  economic 
environment  that  will  prevail  during  the 
period  these  limits  will  be  m  effect. 

C.  Wage  Indexes  Based  on  Later  U'cpe 
Data 

The  wage  indexes  used  in  the 
proposed  notice  were  based  on  hospital 
industry  wage  data  for  1962.  When  the 
proposed  notice  was  prepared,  these 
1982  data  were  the  latest  data  available 
We  stated  in  the  proposed  notice  that,  if 
later  data  were  available  in  time  for  use 
in  the  final  notice,  we  would  use  the 
later  data  in  developing  the  final 
schedule  of  limits.  The  BLS  was  able  to 
dev  elop  wage  indexes  from  data  for 
calendar  year  1983  in  time  for  us  to 
incorporate  them  in  the  final  limits 
methodology.  Since  the  wage  indexes  in 
this  final  notice  are  based  on  later  data 
they  should  be  a  more  accurate  measure 
of  geographic  variations  ir.  prevailing 
wage  levels  than  the  wage  indexes  used 
in  the  proposed  notice. 

D.  Schedules  Effective  Jul:  l.  1986  end 
Juiy  1. 1987 

We  are  setting  the  limits  at  115 
percent  of  mean  cost  for  12-month  cost 
reporting  periods  beginning  on  or  after 
July  1. 1966  and  before  July  L  1987  and 
at  112  percent  of  mean  cost  for  ^-month" 
cost  reporting  periods  beginning  on  or 
after  July  1. 1987  and  before  July  1. 1988. 
However,  in  this  final  notice,  we  have  . 
not  included  the  schedules  of  limits  that 
will  apply  beginning  July  1_  1S86  and 
July  1, 1987.  respectively,  because  the 
schedules  will  be  based  or.  the  latest 
available  cost  data  adjusted  by  the 
latest  estimates  in  the  market  basket 
index.  Thus,  we  are  putting  into  place 
the  three-reaT  methodology  that  we 
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proposed,  although  we  are  not  now 
publishing  the  schedules  for  the  last  two 
years. 

VI.  Provisions  of  th«  Limits  Effective 
July  1, 1985,  July  1, 1966  and  July  1, 1967 

The  limits  methodology  contained  in 
this  final  document  is  the  same  as  that 
contained  in  the  proposed  schedule  of 
limits  with  one  exception;  This  final 
notice  does  not  include  the  schedule  for 
limits  set  at  115  percent  of  mean  cost 
effective  July  1. 1966  or  the  schedule  for 
limits  set  at  112  percent  of  mean  cost 
effective  July  1. 1967.  We  have  not,  now 
included  the  schedules  of  limits  that  will 
apply  beginning  July  1 1966  and  July  t, 
1987.  respectively,  because  the 
schedules  will  be  based  on  the  latest 
available  cost  data  adjusted  by  the 
latest  estimates  in  the  market  basket 
index 

To  summarize,  the  new  schedule  of 
limits  effective  July  1, 1985  provides  for 
the  following: 

A.  A  classification  system  based  on 
whether  an  HHA  is  located  within  an 
MSA  or  NECMA  or  a  non-MSA  area. 


(See  Table  ID  A.  below,  for  the  listing  of 
MSA/NECMA  areas.) 

B.  The  use  of  a  single  schedule  of 
limits  for  hospital-based  and 
freestanding  agencies.  This  single  limit 
is  based  on  the  cost  experience  of 
freestanding  agencies.  We  have 
provided  for  an  "add-on"  adjustment  of 
the  freestanding  HHA  limit  (which  is 
equal  to  107037  percent  of  the  mean  for 
the  MSA  group  and  11-5050  percent  for 
the  non-MSA  .group)  for  each  hospital- 
based  discipline  to  account  for  the 
higher  A  k  G  costs  resulting  from 
Medicare  cost  allocation  requirements. 
That  is,  the  labor-related  portion  of  the 
add-on.  adjusted  by  the  appropriate 
wage  index,  plus  the  nonkbor  portion, 
will  be  added  to  each  freestanding  limit 
to  determine  the  per  discipline  limits  for 
hospital-based  agencies. 

C  The  use  of  the  following  market 
basket  index  developed  from  the  price 
of  goods  and  services  purchased  by 
HHA s  to  account  for  the  impact  of 
changing  wage  and  price  levels  on  HHA 
costs.  The  limit  values  contained  in  this 
schedule,  which  differ  from  those  in  the 
proposed  schedule,  reflect  the  latest 


available  actual  and  projected  rates  of 
inflation  in  HHA  expenses.  The 
categories  used  were  identified  through 
an  analysis  of  1977  Medicare  cost 
reports  and  other  available  home  health 
industry  surveys.  The  categories  of 
expenses  are  weighted  according  to  the 
estimated  proportion  of  HHA  costs 
attributable  to  each  category. 

The  categories  used  in  the  market 
basket  contained  in  this  schedule  have 
not  changed  from  those  used  for  the  July 
1. 1984  schedule.  However,  the  relative 
cost  shares  used  change  over  time 
because  of  differences  in  the  rate  of 
increase  in  the  various  price  variables. 
Categories  with  higher  rates  of  price 
increases  receive  higher  weights  and 
vice  versa. 

In  developing  the  market  basket 
index,  we  obtained  historical  and 
projected  rates  of  increase  in  the 
resource  prices  for  each  category.  The 
price  variables  and  the  source  of  the 
forecast  for  calendar  years  1984  through 
1986  are  identified  in  the  third  and 
fourth  columns  of  the  updated  market 
basket  included  in  this  notice. 
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D.  An  adjustment  to  the  limits  if  the 
estimated  market  basket  rate  differs 
from  the  actual  rate  by  more  than  Vio  of 
one  percentage  point  (that  is.  higher  or 
lower). 

E.  The  use  of  a  wage  index  that  was 
developed  from  hospital  wages  for  the 
calendar  year  1983.  As  noted  above,  the 
index  was  developed  from  data  supplied 
by  the  BLS  for  the  hospital  group,  a 
standard  BLS  reporting  category.  The 
wage  index  is  used  to  adjust  the  labor-, 
related  portion  of  the  limits  and  the  A  4 


G  add-on  to  reflect  differing  wage  levels 
among  the  areas  (MSA/NECMA  and 
non-MSA)  in  which  HHAs  are  located. 
The.employee  wage  portion  of  the 
market  basket  index  (65.22  percent)  and 
the  employee  benefits  portion  (8.90 
percent),  plus  a  factor  representing  a 
proportionate  share  of  contract  services 
(5.47  percent),  is  used  to  determine  the 
labor  component  (79.59  percent)  of  all 
HHA  per  visit  costs  used  to  set  the 
limits. 


Should  the  Executive  Office  of 
Management  and  Budget  announce 
changes  in  the  MSA  designations  before 
July  l,  1985,  we  will  recalculate  the 
wage  indexes  for  the  affected  areas  and 
direct  our  intermediaries  to  use  these 
revised  indexes  in  determining  the  limits 
for  HHAs  they  service. 

F.  Separate  treatment  of  the  labor- 
related  and  non-labor  components  of  per 
visit  costs.  The  separate  components  of 
cost  are  calculated  by  obtaining  actual 
HHA  cost  data  for  each  agency  and 
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increasing  those  data  by  the  actual  and 
projected  increases  in  the  HHA  market 
basket.  We  then  separate  each  HHA  s 
per  visit  costs  into  labor  and  nonlabor 
portions,  and  divide  the  labor  porlion  b\ 
the  wage  index  value  for  the  agency's 
location  to  control  for  the  effect  of  wage 
geographic  variations  m  prevailing  wage 
levels.  Separate  means  are  computed  for 
the  labor  and  nonlabor  components  of 
per  visit  costs.  For  each  comparision 
group,  the  resulting  amounts  are  shown 
in  Table  I. 

G.  The  use  of  a  cost  of  living 
adjustment  to  the  nonlabor  portion  of 
the  limits  for  HHAs  in  Alaska.  Hawaii. 
Puerto  Rico,  and  the  Virgin  Islands. 

H.  Limits  that  are  applied  to  the  per 
visit  cost  of  each  type  of  service:  skilled 
nursing  care,  physical  therapy,  speech 
pathology,  occupational  therapy, 
medical  social  services,  and  home 
health  aide. 

VII.  Application  of  Limits  to  State 
Medicaid  Rates 

Methods  of  reimbursement  for  HHAs 
under  Medicaid  are  determined  by  the 
individual  State  agencies.  There  is  no 
existing  regulatory  requirement  thai 
Medicare  cost  limits  be  applied  to 
payment  rates  for  HHA  services  under 
Medicaid.  Therefore.  Medicare  cost 
limits  for  HHAs  apply  to  Medicaid 
payments  only  in  those  States  that 
choose  to  incorporate  the  limits  into 
their  State  plans  for  peyment  for  heme 
health  services. 

VIII.  Methodology  for  Determining  Cost 
Per  Visit  Limits 

A.  Data 

The  limit  values  were  determined  b> 
extracting  actual  cost  per  visit  data  from 
Medicare  cosl  reports  for  periods  ending 
on  or  before  September  30. 1983.  We 
then  adjusted  the  data  using  the  latest 
available  market  basket  factors  to 
reflect  cost  increases  occurring  between 
the  cos!  reporting  periods  contained  in 
our  data  base  and  December  31. 1985 
(the  midpoint  of  the  first  cost  reporting 
period  to  which  the  limits  will  apply) 
The  annual  percentage  increases  used  to 
compute  the  per  visit  costs  are: 
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B  Deflation  by  V,  age  Index 

After  ad)ustment  by  the  market 
basket  index,  we  divided  each  HHA's 
per  visit  costs  into  labor  and  nonlabor 
portions.  The  labor,  portion  of  costs 
(79.59  percent)  was  determined  bv  using 
the  74.12  percent  employee  wage  and 
benefit  factor  from  the  market  basket, 
plus  5.47  percent,  which  represents  a 
proportionate  share  of  the  market 
basket  relative  importance  for  contract 
services.  We  then  divided  the  labor 
portion  of  per  visit  costs  by  the  wage 
index  applicable  to  the  HHA's  location 
to  arrive  at  an  adjusted  labor  cost. 

C.  Adjustment  for  "Outliers" 

We  transformed  all  per  visit  cost  data 
into  theirnarural  logarithms  and 
grouped  them  by  type  of  service  and 
MSA  and  non-MSA  locations,  in  order 
to  determine  the  mean  cost  and 
standard  deviation  for  each  group.  We 
then  eliminated  all  "outlier"  costs, 
retaining  only  those  per  visit  costs 
within  two  standard  deviations  from  the 
mean  in  each  service. 

D.  Basic  Sen-ice  Limit 

A  basic  service  limit  equal  to  120 
percent  of  the  mean  labor  and  nonlabor 
portions  of  the  per  visit  costs  of 
freestanding  HHAs  is  calculated  for 
each  type  of  service.  (See  Table  I.) 

IX.  Computing  the  Adjusted  Limit 

A.  Adjustment  of  Limits  by  Wage  lr.de\ 

To  arrive  at  the  adjusted  limit,  which 
is  to  be  applied  to  each  service 
furnished  by  aa  HHA.  the  Meriicar* 
fiscal  intermediary  first  multiplies  the 
labor-related  component  of  the  limit  fcr 
the  comparison  group  bv  the  apcroonste 
wage  index.  (See  Tables  I.  Ill  A  and  111 

B.  )  The  adjusted  limit  applicable  to  an 
HHA  is  the  sum  of  the  nonlabor 
component  plus  the  adjusted  lcbcr- 
related  component. 

Example— Calculation,  of  Adjusted  Oc- 
cupational Therapy -Limit  for  a  Free- 
standisg  HHA  in  Dallas.  TX 


Labor  component  (table  I)   S42.40 

Wage  index  (t*bie  MA)    r  1.0969 


Adjusied  labor  component   4€.5l 

Nonlabor  component  (lable  I)   -12.01 


Adjusted    occupational  therapy 

limit  _  _   5fl5; 


B.  Adjustment  for  Reporting  Year 

If  an  HHA  has  a  cost  reporting  period 
beginning  on  or  after  August  1. 1985.  the 
adjusted  per  visit  limit  for  each  service 
is  revised  by  a  factor  from  Table  IV  that 


corresponds  lo  the  month  and  year  in 
which  the  cost  reporting  period  begins. 
Each  factor  represents  the  compounded 
rate  of  monthly  increase  derived  from 
the  projected  annual  increase  in  the 
market  basket  index,  and  is  used  to 
account  for  inflation  in  costs  that  will 
occur  after  the  date  on  which  the  limits 
become  effective. 

For  example,  an  HHA  s  cost  reporting 
period  begins  January  1. 1986.  As 
calculated  in  the. example  in  section  IX 
A  of  this  notice,  the  labor  adjusted  per 
visit  limit  for_occupational  therapv  for 
•this  HHA's  group  is  S58.5Z 

Computation  of  Revised  Limit  for 
Occupational  Therepy 

Adjusted  per  visit  limit   $58.52 

Adjustment  factor  from  table  IV   xi.C-198 

Revised  per  visit  limit     59.68 


In  this  example,  the  revised  adjusted 
per  visit  limit  for  occupational  therapv 
applicable  to  this  HHA  for  the  cost 
reporting  period  beginning  January  1. 
1986.  is  S59.68  per  visit. 

If  an  HHA  uses  a  cost  reporting  period 
that  is  not  12  months  in  duration,  a 
special  calculation  of  the  adjustment 
factor  must  be  made.  This  results  from 
the  fact  that  projections  are  computed  to 
the  midpoint  of  a  cost  reporting  period. 
For  cost  reporting  periods  of  other  than 
12  months  in  duration,  the  calculation 
must  be  done  specifically  for  the 
midpoint  of  the  cost  reporting  period.  In 
such  cases,  the  intermediary  for  the 
HHA  must  obtain  this  adjustment  factor 
from  HCFA. 

C  Adiustment  for  Hc'spitc'-Bc'pd  ■ 
Agencies' 

If  an  HHA  participates  :r.  the 
Med, care  program  as  part  of  a  hospital 
that  is  required  to  file  a  HCFA-2552  cost 
report  (see  Provider  Reimbursement 
Manual.  HCFA  Pub.15-2.  Chapter  12). 
and  qualifies  as  hospital-based  in 
accordance  with  the  requirements 
specified  in  the  schedule  of  limits 
published  June  5.  I960  (45  FR  38014).  the 
HHA  will  be  considered  a  hospital- 
based  agency  and  will  be  entirled  to  an 
adjustment  of  the  per  visit  limit  to  . 
account  for  higher  administrative  and 
general  costs  resulting  from  the 
Medicare  cost  allocation  requ^ements. 
The  intermediary  will  compute  the 
adjusted  cost  limit  es  described  in  the 
example  following  Table  II. 

X.  Schedule  of  Limits  Effective  Jurv  1. 
1985 

The  schedule  of  limits  set  fcrth  below 
applies  to  12-month  cost  reporting 


X.     SCHEDULE  OF  LIMITS  EFFECTIVE  JULY  1,  1985 


TABLE  I  -  PER  VISIT  LIMITS  FOR  HOME  HEALTH  AGENCIES-1-' 


TYPE  OF  VISIT 


LIMIT 


LABOR 
PORTION 


NONLABOR 
PORTION 


MSA  (NECMA)  Location 

Skilled  Nursing  Care  $53.41  $41.84  $11.57 

Physical  Therapy  51.31  40.17  11.14 

Speech  Pathology  58.09  4  5.42  12.67 

Occupational  Therapy  54.41  42.40  •  12.01 

Medical  Social  Services  .        80.64  62.66  17.98 

Home  Health  Aide  34.61  27.03  7.58 


NON-MSA  Location 

Skilled  Nursing  Care  $58.39  $47.79  $10.60 

Physical  Therapy  59.98  49.19  10.79. 

Speech  Pathology  68.64  55.96  12.68 

Occupational  Therapy  65.69  53.68  12.01 

Medical  Social  Services  81.55  66.77  14.78 

Home  Health  Aide  34.11  27.91  6.20 


Table  II  -  ADD-ON  AMOUNTS  FOR  HOSPITAL-BASED  HOME  HEALTH  AGENCI 

LABOR  NONLABOR 

MSA  (NECMA)   LOCATION    •  A  &  G  ADD-ON  PORTION  . PORTION 

Skilled  Nursing  Care  $  6.07  $  4.71  $  1.36 

Physical  Therapy  5.05  3.89  1.16 

Speech  Pathology"  6.06  *  4.67  1.39  . 

Occupational  Therapy  5.52  4.23  1.29 

Medical  Social  Services  8.42  6.47  1.95 

Home  Health  Aide  3.88  3.01  .87 

NON-MSA  LOCATION 

Skilled  Nursing  Care  $  6.66  $  5.46  $  1.20 

Physical  Therapy  6.25  5.13  1.12 

Speech  Pathology  8.42  6.88  1-.  54 

Occupational  Therapy  6.08  5.03  1.05 

Medical  Social  Services  11.87  9.67  2.20 

Home  Health  Aide  3.92  3.20  .72 


pat,  »!,  '«•.-'-;  j-.  S'  e':cr  )-!>  1.  1985 
*-i<j  t»f  t  ;.">  !  :  w>o  The 
mir  w*.:  i.-ci  »>  .i  ccr.pu!e  (he 
•riiuav.i  .        xs.r.t  the  waee  indexes 
p.:        j  ;n  T  i!  >»  III  A  and  III  B  and 
r..v.f,  r*<  h  HUA  they  sen  ice  of  its 
•pj'.icjJIs  i..T..:s. 

The  HUA  costs  that  are  subject  to  the 
!.t..!s  induce  the  cos:  of  medical 
supplies  routtnely  furnished  in 
coniunction  with  patient  care.  Medical 
supplies  that  are  not  routinely  furnished 
in  coniunction  with  pa'tient  care  visits 
and  are  directly  identifiable  as  services 
to  an  individual  patient  (that  is.  medical 
supplies  for  which  a  separate  charge  is 
made,  in  addition  to  the  per  visit  charge) 
are  excluded  from  the  per  visit  cost  if 
they  meet  all  of  the  following  criteria— 

•  The  common  and  established 
practice  of  comparable  HHAs  in  the 
area  is  to  charge  separately  for  the 
items; 

•  The  HHA  follows  a  consistent 
charging  practice  for  Medicare  and  non- 
Medicare  patients  receiving  the  item: 

•  Generally,  the  item  is  not  frequently 
/  furnished  to  patients: 

•  The  item  is  directly  identifiable  to 
an  indiviaua!  patient  and  its  costs  can 
be  ident:ned  and  accumulated  in  a 
separate  cost  center  and 

•  The  item  is  furnished  at  the 
direction  of  the  patient's  physician  and 
is  specifically  identn":ed  in  the  pian  of 
treatment. 

This  explanation  of  nonroutine 
medical  supplies  is  consistent  with  - 
instructions  for  reporting  the  cost  of 
these  supplies  on  the  revised  HHA  cost 
report  forms  HCFA-1728  and  HCFA- 
2552K.  The  reasonable  cost  of  durab'e 
medical  equipment  and  supplies  that  are 
not  routinely  furnished  in  conjunction 
Kith  patient  care  visits  will  be 
reimbursed  without  regard  to  the 
schedule  of  limits. 

Before  the  limits  are  applied  at  cost 
settlement,  the  provider's  actual  costs 
will  be  reduced  by  the  amount  of 
individual  items  of  cost  (for  example, 
administrative  compensation  or  contract 
services)  that  are  found  to  be  excessive 
under  Medicare  principles  of  provider  . 
reimbursement.  In  this  regard,  the  fiscal 
intermediaries  will  review  the  various 
reported  costs  against  such  screens  as 
the  cost  guidelines  for  physical  therapy 
under  arrangements  (see  {  405.432)  and 
against  the  limitation  on  costs  that  are 
substantially  out  of  line  with  those  of 
comparable  agencies  (see  $  405.451). 
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Table  II.— Add-on  Amounts  fob  Hospital- 
Based  HOME  HEALTH  AGENCIES 
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Example.— A  hospital-based  agency 
in  N'ew  York  City  has  a  wage  index  of 
1.3378.  It  provides  the  following 
services:  Skilled  Nursing.  Physical 
Therapy.  Home  Health  Aides. 

The  published  limits  for  that  agency 
are: 
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Table  KIA — wage  Index  fob  Ubban  abeas 
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Table  IMA.— Wage  Index  for  Urban  Areas— 
Conunued 
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Fluvanna.  VA 

Graana  VA 
Cvananoga.  TN-Ga.     

Caiooaa.  GA 

Daoa.  GA 

Waikar.  GA 

Harranert  TN 

Manon.  TN 

Saguacraa.  TN 
Cucago.  IL    

Cook,  il 

Ou  Paoa.  IL 

Mcnanrf.  il 
Cnioo.  CA  

Buna.  CA 

Cmemoaa.  OH-KY-**  

Daareom.  M 

Boon*.  KY.  Ca.-npoal  ICY 


•  £434 

Muaoooaa  GA 

Cowttul  Oh 

11467 

Oaiawa-a.  Oh 
Far*a«J  Oh 

.9260 
1.0613 
9633 

PrarftMV  Oh 
Licking  Oh 
Maraaon  Oh 
PouMrav.  Oh 
Uraen.  Oh 
Coroua  Oram  TX 

4614 

Nuaoaa.  TX 

San  Patnao.  TX 
Ctrrneanana.  UO-wv  1 

1-0053 

AAaoany  MO 

I 

6232 


JS67 

'  1  010* 
'  .6165 

1.027* 
1.012? 

1.1366 


I  01*4 


Kantcn,  rrv 

OarrnonL  OH 

,9600 

Manwon.  Oh 

Warran.  Of 

6166 

Chnaaan.  KY 

Momoomary.  TN 

6404 

davatana.  Oh  

Cu»anoga.  Oh 

1  0414 

Gaaug*.  Oh 

Lata.  Oh 

1  131? 

Maama.  Oh 

Coioraao  Sormga  CO 

Ei.  P*ao  CO 

CoHrmoal  MO  

Boona  MO 

Coiumoa.  SC    

9902 

L*D**ciOft  5^ 

Rcniana  SC 

9613 

G>une<u*  GA.AL  

Hjiwi  At 

677S 

Oananoooiaa.  GA 

TN-KY  


1  1729 


1  03*4 

1  0330 


6366 

12337 

1  0966 
1  0069 
9390 

6623 


Table  ma  —wage  Inoex  for  urban  areas- 
ContinuexJ  . 


f"ia»  araa  loorararuaM 


I  ooumy  Y»ra 


1  053C 


WV 


TX.. 


Corart  TX 

Oalaa.  TX 

Danlort  TX 

Enat  TX 

Kajrrnart  Tx 

Rocx»al1  TX 
Oarwiaj  VA  

Oanv*a  Can.  va 

Pnniyana  VA 
OiMr"pon-Aoca  tsiano-Mofera) 

Soon.  IA 

Harvy.  il 

Roen  imttj.  il 
Darion-SonngtAaAi  OH  

Clark.  Oh 

G/aana.  OH 

Miamt  Oh 

Monioomary.  OH 
Dayiona  Baaon.  fl  

Voroaat  Ft 
Oacatur  IL  

Macon.  Il 
Oaiiar  CO  

Aaama  CO 

Araearea.  CO 

Oanrar  CO 

Doug'as.  CO 

JaJiarvan.  CO 
D«J  M»ift  i  a  

Canal  IA 

Poik.  IA 

*IW  lA 

Oason.  mi    

I  mar  mi 
L»»nng5ton  Ml 
Macsmo  Ml 


9326 
•92S 
1  0969 


»9?8 


.       1  0926 


1  OC24 
1  X2i 


1  0«2 


Oakland.  Mi 
San*  Oaf.  Ml 
*avna  Ml 

Ooman.  Ai  

Oaia.  At 
►wrnon.  At 

CniOUQua  IA.    

D.Duoua  ia 

OjtjTiV  MN-«V1  

Si  Lous.  MN 

Ooud'as.  »/i 
Ea-  Carra.-wi   

Cniooava.  YV1 

Eau  Oara  wi 

°a»o  TK  

Ei  Pa*o.  TX 
Ekr*i-Gov>an.  IN  

E  «nart  IN 
Eimaa.  NY  

Cnamunrj.  ny 
E^«J.  OK  

Garnaia.  OK 
En*  PA    . 

Ena.  PA 

Ejoana-Sonng*a«d.  0«  

tana  OR 

■  anavma  IN-KY  _.. 

"oaay  IN 
varx3*^>^yn  rN 
Yra-nck  IN 
H*no*-lon  icy 

'••oo-woo^aaa  NO-MN  

Cam  mn 

C*u  NO 

cirara*ni*  NC  ...   

CVioananc  NO 
'••*n*«  AvSpnnoeaw  AP  


9092 

9466 

9437 

994  ; 
.  94'9 

9'e:- 

1  0350 
9'77 

1  C?i5 
9-99 

1  03^ 

'  tr-s 


277*4 
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Tabu  l«A — wage  index  fo«  unsan  apeas— 
CamnMd 


F*n  1 1 1  in  UK  NQByoOd  PmmKi  ■  i  B« 

>U»«U  F L 

•P<»»  MvarwCapa  Coral.  FL  

laa  FL 

Fan  Pun*  Ft  

■nv  F  i 

St  Luc*  ri 
Fan  S/mtn  *a-Ok    

CrawlanJ  AO 

Saoaatan.  AP. 

Saouovwi  OK 
Fon  wanon  lu  i  Ft   

Ouiaow.  Ft 
For  »tii  !N  _ 

AMI  IN 

0*  *«e  in 

IN 

Far  woryv  A«»nci0n  rx  

Jonnaon  Tx 

B«n«r  TX 

"«rr»m  TX 

F>wno  CA    

.     F-1W  CA 
Gtewn  «l    

E'-o^-v  At. 
Gjinimn  Ft     _ 

Aiacnua.  Fi 

BVaOionl  fi 

Ga-vAAion.Taiaa  Ciiy.  TX    

GaNmon.  tk 
G«v*i»/nmond.  IN   „  _ 

Lot  IN 

Ponav  in 
G«rt  c,m  ny  

*rr  Nv 

tAaininaior.  Nv 
G-ane  cvt  NO  ,  _  

Grano  f  or»x  NO 
Grand  Bim  Ml  

Kant  Ml 

C-a«a  Ml 

C'MI  Ct>a  MT   _ 

Cwm  mt 
Cr*M|  CO   

MM.  CO 
G'AAn  B«,  W!   _   

6ro»n.  Wl 

G'e^-sooro-Wtfiron-Siwm^wn  Po**.  nc 
Cannon.  NC 
Sim  NC 
Fonvm.  NC 
Guaonj  NC 
Ranowew-  NC 
S»«  NC 
YaOur.  NC 

G'»a«v»i«-Soana.nourn,  SC    

Pawn*  SC 

Srjananeun)  SC 
f*toar«o»m.  MO    

natnnaion  MO 
Ha«nan.M«iato«n.  OM    _ 

Bunar  Oh 
^Hao^o-LAOanon-Caiaaai,  pa  

CuncxrUna  FA 

D—ftft  PA 

Laoanon.  PA 

Par.,  PA 

Haworo-Ne.  M«io>rio»fvBma*i-Bnaiol  CT 
"•two  CT 

Oloni*o,  CT 
UOMUt  CT 
T»Ujne  CT 
HOT.  NC. 

'«unw  NC 

Sj^«  NC 
C4U«tM  NC 


en,  FT  ! 


LKomn*  LA 

tlHWN,  LA 

Houston   TX     * 

Fan  Bans.  TX 

Hati,  TX 

Ubaoy-Tx 
Montoornary.  TX 
Wmr  TX 
N«n«»vton-Ain(«na.  WV-icy-Om 
•ovd  «> 
Cavm>.  kv 
&»*»•*.  mr 
Ltwfnoa.  oh 


UB00 

*K  I  nowntooM. 


Wtrn*  WV 
Hunu.w  AI  

.  AL 


 !  Mt 


1  0223 


.  IN 

Hanwion  in 

HanODCA.  IN 

Hanonc*i.  in 
Jonnaon  in 
MarOn  it) 
MorjAn  IN 
Sn»?»  in 
on  0»  ia  


i  win 


1  <reo 


lA 


-4 
I 

—  4X247 
J676 

1  U*0 


MS. 
Hino*  MS- 


  £2t? 


I 

— ._!    '  1  0«i2 


I 


US 
B«n.m  MS 
JAC»»ony"HL  FL...._ 
Car  Fl 
Ouvb  =1. 
NaSAAu  F\, 
Si  wonra  FL 

IOI»C<»w4.  NC  

On*o«  NC 

Jana»«".a-6«ion  w,  _  

«OT«  Wl 

J«r  Z->  >c  

Hucsor  N_ 
JO"»or  r-v  -jnjjeo^.Bo^o,  TN-VA 
AS7*    |      Ca-.«»  -N 

■  Hawl.-i  "N 
Sumvan  TN 
UKrj,  TN 
WaAnmoion  TN 
Bnjtoi  City,  va 
Scon  va 
v»a»f»noton  VA 

JO*»<«IO<»"  PA    

Ca/nona.  P»  T™ 

Scrrvanart.  PA 

JOHfl  IL    

Gnjnov  il 
K 

Joo-n  MO    

JIIW  MO 
N«wnon  MO 

tAlamaioo  Mi  

laiai^Aise.  Ml 

KankaMM  n  

■ujn*a«a«.  IL 


..  J 


t»46 
•1  00« 


•604 


otices 


TarlE  hia  -Wage  index  ft* 
Contno»d 


UM»n  Ancas— 


Komomo  in    

HO«^ra.  94 

TOI0n  IN 

l»cio»aa.  wi  ;   

LAdOtlA.  Wl 

LA'a«m«  la   

LAiarcn*.  LA 

Si  »m  LA 
Lmiana  in   


La«a  Ckaoaa.  la  


Ca«a  County.  IL  

IL 

LAaauno-iwmar  havwv  Fl 

Fwn  FL 

FA   


JS74 
Ml* 


J0T3 


t.ota? 

 i  1*706 


HOum  TnooCAJI.  LA 


 J  JW46 


—  11217 
-■>  jVO* 


Kan»a«  Oy.  MCM<S .. 
Jonnaon  KS  . 
LeavAnwcrn  KS 
«S 

*raioona  KS 

MO 

Cta«  MC 
jacuson  MO 
La/iwna  UO 
Plana  MO 
Ray  mo 

KsnoVIA  Wl 

Kanoana  wi 

r«"vo«a.  Tx  

8*.'  *« 
Com*  *x 

Kncrv  -i  "N 

'»On  TN 


^■a-vj**  "s 
K.Xa 


 I 


1023S 

Mm 

1  0117 
t  oars 


•\  0'44 

■r*st 


Laneaaiar.  pa 
La-wvcan  Lanrio,  Ml . 
Camon  Ml 

Eaton  mi 
•nonam  Ml 

La'too  Tx   

waee,  Tx 

la»  Crjcat.  NM    

>»  Ana.  nm 

»  •aoai,  N*   

Can  NV 

rmmern.  KS   

Couoiaa  ks 

Ltrsa  OK   

Ccnancna  Ok 

n^llon-AuOum.  ME   

AnoroaeooaM  ME 

Lanieion-f »vana  kv   

SourtJon,  KM 
Cat  kv 
Fa.ana  KV 
Jawanwia  K> 
Scon.  KV 
*oeotonj.  kv 

L»-\a  Oh   

A-an  Oh 
Av;:A?e  Oh 

Lines*  NE   

La>aiief  NE 
-OA  OoCT-Nonvi  L-na  Rocn.  »fl 

Fa«i«na>  AR 

Lsnoaa  Afl 

P.  iSJU.  AA 

Saxa  API 
Ley  Mimm,  tx  ... 
G-acjo  TX 

HA-:lon  TX 

t»»--Elyn»  OH  

Laram.  OH 
Lot  '--gaw.ooc  Baaon  CA  

Lot  An^Maa  CA 

Lows.'*  kv-in    

C-A-»  IN 
Fio-fl.  IN 

ha— v  n 

Bvn  <v 
Jetton,  kv 
C*r-3m  kv 

S-»Oy  KT 
IJOOOCT.  TX      ..   _  

IJCOOM.  TX 
L|*C-Cjrg  VA   

A<-na^1  VA 

Ca-soa*  VA 

Lv-vrvaura  Cn>  VA 
"aco-  AA»var  =ot  GA  .  ... 

B  sc.  3a 

Houaan  &a 
GA 

Nr"  3A 
Ma>*on  WL   

Ct-a  wl 
Ma-:-»t'a'  Naa-^A  Nh   

•*  N- 
W*-  JIZH.  NH 

"a-s  *  - 

-  ■  -  ano  C-H 


'JT7»« 

looas 
toas3 

•  7l« 
1  0T7« 
t  0a«9 

'tS«2 
•aa?3 

i  »ie 

'  »<0» 
1  0266 


•TOO 

1  0104 
1  Ji«6 

1  1077 


1  0TS2 
'  Da«7 

96-3 

3j4: 


-X*"  :rf^i 
M»-a;.aj  aai 


Table  iiia  —  Wage  Index  for  urban  areas— 
Continued 


San  Ga*-na,n  PR 
Uc»l*^£»-«J7-««wn  TX.. 

Uaoiora  OR     

jacaaon  OR 
*  iicwn  T  rut***  Ft   

Bnyvara  Ft, 
U«  BHTA  TV-AA-MS  

Cnnanoarv  AR 

O*  Sob.  US 

SnarSy  TV 

Tipton.  TN 

mm  Ft  

CW  Ft 


Hurnaroon.  \J 
NJ 

Somanat  NJ 
UHUnd  TX  

.  TX 


NJ 


Khun  Wl  

MwilMI  Wl 

Wranrgw.  wi 
wwm  rvi 

M«naa3r>.»-Sl  o^u,  MN-Wi 

Anou 
Canny  mn 

CNrUOO  MS 

Oatoia  UN 
l»Wl,  us 
lung.  UN 
Rami*,  UN 

Scon  mm 
Wunnncm  UN 
Wnont  Uft 
Si  C/on  w. 
'«oa*  a.     

Baramn.  At 

mom  At 
Uoonic  Ca  

Sia-vwa  Ca 
Uor-neurnOcaan.  NJ   

Monmovw  NJ 

Oct*'  Nj 

Uonnja  LA   

Cvar-v'jt  l* 

Mciocnarv  At    

AtAl^A  Al 

Ei-nora  At 
Mo*HQ9fHQi «  At 


»9ao 

9923 
9*14 

1  0492 

I  1*02 

1  war 

1  1919 
t  0306 

I  0-22 


Oaarrara  s 
M.-wapor  M:     

UvrtAtcpn.  Ul 
Nam  Fl...   .._ 

Coruar  Ft 
Nairn**.  TN    

Crwrvam.  tn 

Oa«o*orv  TN 

OKUOt  TN 

Rooa-uon.  tn 

Ruma*ion3  ~N 

Smrr  TN 

*<»i»on,-'X 

w«on.  TN 

'•iAMo-Sulo*.  NV     

NaXSau.  NT 
StffOTA,  NT 

Naw  6»oioro-«U!  Roar -Amaooro.  UA 
arena  ma 

Na»  MJrtMVir  Ha»«rt.WlUn>jry 
Now  KHiW  CT 

Na»  LondarwNonaion,  CT   

Nh  London.  CT 
Naw  Onaana  lA   

Jananon.  LA 

Onaana  LA 

Si  Oamaia.  LA 

Si  Cnana*.  la 

Si  jonr  Tha  Baooat  LA 

Si  Tamwr  LA 
Hmm  vora.  NY  

■  r^jg  NV 
N*nw  ror*  Oy  NV 
Pjoarn  NV 
Ouaana,  h» 

Rooiano  NV 


9336 

1  1590 
S)T13 

9565 
SSjJ 

•  Wr- 
'  9669 
1  1559 
1  1642 


Table  iiia  — Wage  Index  for  urban  areas- 
Connnoed 


1  2360 


  9641 

CT  .  '      -l  0952 
105'? 

— 1  toiee 

I 


I  eowmaa  or  county 
■ojuwajanpji 


waoa 


Cay.  VA 
Gkxjcaaiar.  VA 
►Aampton  Or.  VA 
•Jama*  Cay  Co  .  VA 
Na«oon  Nava  Cay.  VA 
Norton  cay  va 
Poquoaon.  va 
Ponamoum  Ca>  VA 
St/fto*  Cay.  VA 
Vrjna  Baacn  0»  VA 
WMiarnaounj  Cay.  VA 
vor».  VA 

Oa«iano.  CA.  

Aiamooa.  CA 
Conn  Coma.  CA 

Oca*  F|    

Uancn.  Fl 
Ooaaa*.  rx   


8665 

•TX' 


Ector.  TX 

Cvanoma  Crtv  OK   

Canaoan.  Cw 

Oavaiand.  OK 
Logan.  OK 
UcOam.  OK 
Oaianoma.  OK 

Porjj«iiomjo.  OK 
OvnouL  wa   

Thjruon.  w  a 
Omana.  N€-JA._  

Po-j>arjvna.  la 

Oouoaa  NE 
Sarpy  n£ 
vvaanrngion.  NE 
Oanoa  Counry.  ny   

Oranoa  NY 

CVa-oo  Fi  .. 

j 

Oranoe  P. 
Oacao-a.  Ft 
Se-njnor*  Ft 

OvarXDOQ.  K  V  _  

Daxna.  KV 
Orna.-o.vmvn  CA   

Vannn.  CA 
Panama  Cay.  Fl  

Bay  Fl 
PantarVMTjJUwvKij.  WV-Oh 

>*i«nmoon.  OM 

Wood  »W 
Paacaoouia.  US    

jacraon.  US 
p»"iacoi*  P   

Eacavntaa.  Ft 

Sanra  Roaa.  Ft 
Paona.  It  


1  3334 
'  MS* 

I 

'  I  045? 
1  0480 


■  i  ors* 

9622 

1  C266 

1  C3E 

•  9013 

i  ies9 

'  »955 

I  03C2 

1  I  '340 
9063 


Table  iiia.-Wage  index  for  urban  areas- 
Contnued 


Uma-  araa  loonaatuam  oounaaa  or  crxmrr 
 aourajOTu. 

Curnoartand  ME 
Sagaoanoc  ME 

YO>».  ME 

aortiano  OR   

Claoa-na.  OR 
Ujrno^an  OR 
Wairwiqion,  OR 
Ytrnn.'-  OR 


Rocrononam  NM 
Snrrcru  nh 
Pouonnaapara.  ny 
Ouicnaaa  Ny 


Brrrjy.  Ri 
Kant  Si 
N*r/DOt  RI 
Prwoanoa  Ri 

Stl'eaVM  Ri 


Rl  


it 

Tuaoaa.  it 

rVooconJ.  It 

Pi''»awo«».  PA-*U  

Bun.-von.  NJ 
Camoan.  NJ 
Goxarar.  NJ 
Bucat.  PA 
CtMar.  eA 
Oaianra.  PA 
Uonipomary.  PA 
PA 

A2    

Mancooa.  A2 

P>na  am*.  AR  

Jaftaraon  AR 

PrjOi#gri.  PA  1 

Aliaansny  PA 
Favaria  PA 

*UWf»i  PA 

waaimoraxno.  PA 

Pt7lN«  MA    

Barwm  ma 

Ponea  PR  ..     

J\**nm  D42.  PR 

Psnoa  PR 
PcrtJano  ME   


1  0669 
•  9092 
<  '129 

i  or-e 

6663 
9697 


Vraa.-»noion  Rl 

°royr>Orarn  LIT   

,  Ulan  UT 

P'jacxo  CO  „   

Puaoc.  CO 
^aona  w;     

RacrTa  mi 
*»*«;""CAman\  nC   

Du«\a»\  NC 

Fimuav  NC 

Oranoa  NC 

Wa«a  NC 
Reao-ig  PA  

Sanxa.  PA 
RaOOmg  CA  ',  

Snasu.  CA 
Rano  NV   

vtiinoa  NV 

ano-Aa-inaacA.  WA  

Banton.  r»A 

Fmnrun.  wa 
Rrcnmono-P«ani6i»rj.  VA  

0\a.-w,  Oy  Co..  VA 

OatiarNKd  VA 

Coo"ia'  H*oni»  Cfly.  VA 

D-^«vx«  VA 

G30C-'4nd.  VA 

H*.->o»a'  VA 

l^an.-<c  VA 

"co*-*  Cny.  va 

N*w  ^ant  va 

Paia^ounj  Cry.  VA 

Pc^-iaian  VA 

Pinoa  Gaerpa.  VA 

R«nrnono  Crfy.  VA 
RvTVOa-iAn  iroit'Ono.  CA.. 

P  «ar>oa.  CA 

Sar  aVnammo.  CA 
RoanoAa  va    

6oi*ux»i.  VA 

R oa-rj-a.  VA 
'  Roano>rOty  VA 

Sa^  Crtv.  VA 
Rocn«t«r.  MN   

O'rnataa.  MN 
Rccr«l»f  NY  i  I  

Uvrr^Jton.  NY 

uorfoa  NY 
Ontane  NY 
Onaam.  NY 
Wavna  NY 

RoCAIora  It   

Boo^a  >t 
vvnnaoaoo  It 

Sca'»'n»^'j  CA  

Ekjotkx  CA 


Sacri'nvns  CA 

VOW  CA 

So-m.-Sa,  Cirr4vN3Una.  Ui 
Ba<  U' 
Mflilns  Ml 
S*>^«  Ml 

Si  CVXA]  MN    

5*"uy  MN 

Sam  mn 
S;  joaas-  MO   

6JC-4-*'  MO 
S:  LMt  m-Cwi  

C>nton  n. 


9132 

1  12'9 
9991 


924] 

1  1232 

1  oo-s 
i  cm 

1.0412 

1  0444 

ur; 

9-49 
94T2 


.  I      1  020? 


1JC22 


980' 

i  0653 


i»oo  /  Nouces 


Table  iiia.—  wase  index  for 
Contitijed 


Urban  areas— 


Tab^  IIIA. -Wage  I*d€x  for 
Continued 


Urbam  Areas- 


Table  iua-Wage  hoEi  for  um«  ASE„ 
Continued 


Sid  Dago.  CA   

San  Dago  CA 

San  'toco  CA  

>.  CA 
S««  Franoaeo.  CA 
Sot  Uatao  C* 

San  Joaa  CA  

Sana  Clan,  CA 
Sa»  Xmn  pa   


Ta-ca-Si  °»'ar»3>r9-CJ«-»«iar  q. 

WaH-JIOO.  Fl 
►""lOCOugn  Fl 
FliCO 
P"-«la»  P;. 

Ta^t  -lauta.  in  

Car.  'N 
Voo  in 
Tau.-ia.ia.  TX  Taiaraana.  AP 
IMw  as 


Be-.*  ~x 

To-**:.  O-  

F.-3T   ;>  ; 

•  ;  inni  cm 

f ooa«a.  «.»  _ 

S.\»«r»*»  ITS 

Uaraar.  nj 

1 

Tucisr  AT.  ._ 

i 

Fvna.  AZ 

Tuna.  O  

i 

Oaatf  G« 

i.i  ta 

Oiaga  OK 
Rooan  OA 

1  205* 

TwU  C* 
Wagjnar  Ck 

1.0716 

^MCI  XU  A,.   

;«<OU  AL 

] 

Tylar  TX  .    _ 

1  1KB 

Uua-flo^a  nv   

 I   1 

1  OOOT 

Karximar  Nr 

C»>»«a.  N» 

i 

*sn  - 

Va"*«:  r«»*>a.o-N*Ba.  CA  . . 

j 

Nasa  CA 
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XI.  Waiver  of  Delayed  Effective  Date 

Although  we  are  not  required  to  ■- 
publish  our  regulations  30  days  before 
their  effective  dates,  we  customarily  do 
so.  However,  we  believe  that,  in  this 
case,  the  public  interest  requires  that 
this  schedule  of  limits  take  effect  Jily  1. 
1985.  without  a  30-day  delay  in  the 
effective  date. 

Through  our  proposed  notice 
published  May  14. 1985  we  notified  all 
HHAs  affected  by  this  schedule  of  limits 
not  or.iy  of  our  intention  to  change  our 
methodology  but  also  of  our  intention  to 
apply  the  new  limits  for  cost  reporting 
periods  beginning  on  or  after  |uly  1. 
1985. 

In  our  last  schedule  of  limits 
published  on  July  2.  1984  (49  FR  27276) 
we  stated  that  "The  schedule  of  limits 
.  .  .  applies  to  the  12-month  cost 
reporting  period  beginning  on  or  after 
July  1. 1984  and  remains  in  effect  until 
publication  of  the  new  limits  effective 
July  1. 1?85."  Absent  publication  of 
these  limits  effective  July  1.  both  HHAs 
and  intermediaries  would  be  without 
specific  g'-idance  from  HCFA  about 
which  hrr.its  apply  for  HHAs  with  cost 
reporting  periods  that  besin  on  or  after 
jV.v  1. 19B5  but  before  the  delayed 


effective  date.  We  believe  that  the 
accompanying  confusion,  disruption, 
and  uncertainty  to  both  the  government 
and  the  provider  community  would  not 
be  in  the  public  interest.  Further,  it 
would  be  administratively  impracticable 
for  HCFA  to  develop  and  publish  an 
additionai  set  of  cost  limits  to  be  applied 
to  HHAs  that  begin  their  cost  reporting 
periods  between  July  1. 1985  and  the 
delayed  effective  date. 

In  addition,  because  one-third  of  the 
participating  HHAs  begin  their  cost 
reporting  periods  on  July  1.  a  delay  in 
the  effective  date  would  mean  that  these 
cost  limits  would  not  apply  to  one-third 
of  the  HHAs  until  July  1. 1986.  Delaying 
the  effective  date  would  thus  permit 
these  providers  to  avoid  the 
Congressionally-mandated  "by 
discipline"  limits  (see  H.R.  Rep.  208.  97th 
Congress.  1st  Session  949  (1981))  based 
only  on  the  fortuitous  circumstance  of 
when  their  cost  years  begin  and  would 
have  a  disproportionate  effect  on  other 
HHAs  with  later  cost  periods.  This 
result  would  also  prejudice  the  public 
interest  since  savings  to  the  Medicare 
Trust  Fund  would  be  lost  and  desirable 
changes  in  HHA  behavior  that  will  be 
brought  about  by  this  final  notice  woJd 
be  delayed  for  one-third  of  the  HHAs. 
We  expect  that  the  limits  contained  in 
this  final  notice  will  decrease  the 
amount  of  inappropriate  payment  to 
HHAs  and  thereby  increase  the 
soundness  of  the  Trust  Fund.  This  result 
is  clearly  in  the  interest  of  Medicare 
beneficiaries  as  well  as  the  Medicare 
program. 

Although  some  HHAs  commented  that 
they  need  time  to  prepare  for  the 
schedule  of  limits  contained  in  this 
notice,  we  believe  that  the  process  of 
HHAs'  "tightening  up"  on  their  costs 
will  be  an  ongoing  one  for  all  HHAs.  AU 
HHAs.  regardless  of  when  their  cost 
reporting  periods  begin,  will  have,  at  a 
minimum,  their  entire  cost  reporting 
period  (that  is.  12  months)  to  bring  their 
costs  within  the  limits. 

For  all  of  the  reasons  stated,  we  find 
good  cause  to  waive  a  delay  in  the 
effective  date. 

Therefore,  we  believe  delay  in  the 
effective  date  of  this  schedule  of  limits 
would  be  unnecessary  and  contrary  to 
the  public  interest,  and  we  find  good 
cause  to  waive  a  delay  in  the  effective 
date. 

XII.  Regulatory  Impact  Analyses 

A.  Requirements 

Executive  Order  12291  requires  us  to 
prepare  and  publish  a  regulatory  impact 
ar.a!\sis  for  any  regulations  that  are 
likely  to  result  in: 


•  An  annual  effect  on  the  economy  of 
$100  million  or  more: 

•  A  major  increase  in  costs  or  prices 
for  consumers,  individual  industries. 
Federal.  State,  or  local  government 
agencies,  or  geographic  reeions:  or 

•  Significant  adverse  effects  on 
competition,  employment,  investment, 
productivity,  innovation,  or  on  the 
ability  of  United  States-based 
enterprises  to  compete  with  foreign- 
based  enterprises  in  domestic  or  export 
markets. 

Consistent  with  the  Regulatory- 
Flexibility  Act  of  1980  (5  U.S.C.  601-611). 
we  prepare  and  publish  a  regulatory 
flexibility  analysis  for  regulations, 
including  notices  such  as  this,  unless  the 
Secretary  certifies  that  the  notice  would 
not  have  a  significant  economic  impact 
oh  a  substannal  number  of  small 
entities.  All  HHAs  are  considered  small 
entities  under  the  Regulators  Flexibility 
Act<RFA). 

In  the  proposed  notice  published  on 
May  14. 1985.  we  explained  that 
although  the  limits  are  not  expected  to 
have  an  incremental  impact  in  FY  1986 
exceeding  S100  million,  they  would 
provide  a  strong  incentive  for  significant 
behavioral  changes  by  participating 
HHAs.  thus  resulting  in  sign.ficant 
changes  in  the  industry  Further,  the 
proposed  limits  would  clearly  have  had 
a  significant  economic  impact  on  a 
substantial  number  of  HHAs.  Therefore, 
we  determined  that  both  an  initial 
regulatory  impact  analysis  and  an  initial 
regulatory  flexibility  anahsis  were 
required,  and  published  an  initial 
combined  analysis  for  public  review  and 
comment  in  the  proposed  notice. 

The  following  discussion,  in 
combination  with  the  rest  of  this  notice, 
constitutes  both  a  final  regulatory 
impact  analysis  in  accordance  with 
section  3  of  E.0. 12291.  and  a  final 
regulatory  flexibility  analysis,  in 
accordance  with  section  504  of  the  RFA. 
This-analysis.  in  combination  with  the 
other  sections  of  this  notice,  responds  to 
comments  on  the  initial  analysis  and  on 
the  impacts  that  commenters  claimed 
that  the  proposed  limits  would  have  on 
HHAs. 

B.  Summary  of  Comments  Received  on 
Impact  of  the  Proposed  Limits 

Many  of  the  comments  received 
related,  either  directly  or  indirectly,  to 
impact  as  is  obvious  from  the  analysis 
in  secuon  IV  of  this  notice.  Most  of  the 
commenters  asserted  in  one  manner  or 
another  that  the  proposed  limits  would 
be  too  low.  either  as  a  result  of  per 
discipline  application,  or  because  of  the 
percent  of  the  mean  proposed.  Seme 
specifically  discussed  the  behavior 


« 


changes  that  they  believed  would  result 
from  the  proposed  limits.  Others 
addressed  the  effects  that  they  believed 
the  limits  would  have  on  empiovees. 
beneficiaries,  and  the  quality  of  care. 

To  the  extent  that  particular 
comments  dealt  with  the  methods  and 
data  used  to  establish  the  limits,  we 
have  responded  to  them  in  section  rV 
above.  The  discussion  below  responds 
to  commenters'  concerns  with  the 
expected  effects  of  the  limits. 

C.  Estimated  Impact  oa  Expenditures  for 
HHA  Services 

We  estimate  that  HHA  limits  set  at 
120  percent  of  the  mean  will  result  in  a 
major  impact  on  the  HHA  industry  and 
yield  total  Medicare  savings  of  about 
$105  million  for  cost  reporting  periods 
beginning  on  or  after  July  1, 1965  and 
before  July  1. 1986. 

Due  to  the  staggered  beginning  dates 
of  HHA  cost  reporting  periods,  those 
savings  will  be  distributed  among  three 
Federal  fiscal  years  (FYs)  as  follows: 
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Note  that  these  estimated  savings  are 
not  just  projected  disallowances  of  costs 
in  excess  of  the  limits.  We  do  not  expect 
actual  disallowances  under  these  limits 
to  be  $105  million.  Ra'ther.  the  savings 
represent  the  difference  between 
projected  expenditures  without  any  " 
limits  and  projected  expenditures  with  ' 
these  limits.  Although  the  savings 
include  potential  disallowances  of  costs 
in  excess  of  the  limits,  we  anticipate 
that  over  50  percent  of  the  savings  will 
result  from  projected  behavior  changes 
on  the  part  of  HHAs.  reducing  costs  per 
visit.  * 

Of  the  total  savings,  about  S47  million 
will  oe  incremental  savings  in  addition 
to  the  savings  that  would  result  from  a 
continuation  of  the  limits  that  are 
already  in  place.  The  incremental 
savings  will- be  distributed  among  three 
Federal  fiscal  years  as  follows: 
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These  additional  savings  will  result 
from  refinements  to  the'methodoloey. 
the  use  of  more  recent  data,  the  level  at 
v\h:ch  the -limits  are  set.  and 


incorporating  the  most  recent  estimates 
of  Medicare  home  health  utilization  and 
expenditures. 

We  expect  that  the  application  of  the 
limits  by  discipline  will  result  in 
continuing  improvements  in 
management,  recordkeeping,  and  cost 
reporting  by  most  HHAs.  Setting  the 
limits  at  ICO  percent  of  mean  cost  for 
cost  reporting  periods  beginning  on  or 
after  July  1, 1985  and  before  July  1.  lgea 
will  provide  a  further  incentive  to 
contain  costs  through  improved 
efficiency.  This  improvement  in 
efficiency  should  result  in  a  moderation 
m  the  rate  of  increase  in  average  per 
visit  costs.  Because  we  expect 
improvements  resulting  from 
modifications  in  provider  behavior  to 
continue,  we  believe  that  the  margin 
above  the  mean  allowed  in  future 
schedules  of  limits  can  be  reduced 
without  adversely  affecting  efficiently 
operated  HHAs.  Therefore,  we  provide 
In  this  notice  for  limits  set  at  lis  percent 
of  mean  cost,  effectiv  e  July  1. 1986.  and 
at  112  percent  of  mean  cost  effective 
July  1. 1987.  (Under  section  2319  of  the 
Deficit  Reduction  Act  of  1984.  Pub.  L 
98-369. 112  percent  of  the  mean  is  the 
upper  limit  that  Congress  determined  is 
appIr°Pna,e  for  an  efficiently  operated 
skilled  nursing  facility.) 

We  estimate  that  setting  the  limits  at 
120  percent,  at  115  percent,  and  at  112 
percent  will  yield  total  savings  of 
approximately  S443  million  for  cost 
reporting  periods  beginning  on  or  after 
July  1. 1935  and  before  July  1. 1988 
These  savings  will  be  distributed  among 
the  Federal  fiscal  years  as  follows: 
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Of  the  total  savings,  about  $247 
million  will  be  incremental  savings  in 
addition  to  the  savings  that  would  result 
from  a  continuation  of  the  limits  that  are 
already  in  place.  The  incremental 
savings  will  be  distributed  as  follows: 
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D  HHAs  A  ffected 

Se^HHA?  31  1985'  there^e  about 
nTX      M  Participating  in  Medicare. 
UI  these,  more  than  4.600  were 
freestanding  agencies  and  about  l  000 
were  hospital-based  agencies  We  do 
!T  haI\51reliabl<  cost  data  on  all  of 

ifT  Wiu,/in,fe  '  "umber 
of  these  HHAs  began  operation  wfchia 
the  last  18  months.  However,  we  do 
nave  an  accurate  and  detailed  data  base 
covering  2.824  HHA,.  which  represent 
about  50  percent  of  the  present' total 
population.  This  data  base  is  comprised 
of  all  cost  reports  filed  by  HHAs  that 
nad  l.-month  cost  reporting  periods 
during  the  year  that  ended  September 

•HI.  1983. 

We  used  the  available  data  to  studv 
the  impact  that  these  limits  couid  have 
on  afiected  HHAs.  Because  we  are  not 
able  to  predict  all  of  the  behavior 
changes  that  HHAs  may  adopt  when 
t-.ese  limits  are  implemented,  we  canot 
estimate  how  many  HHAs  may 
eventually  have  costs  disallowed 
because  they  exceed  the  limits. 
However. ;/  the  behavior  of  ejected 
HHAs  does  not  change,  more'than  70 
percent  of  the  HHAs  in  our  data  base 
would  exceed  these  limits  in  at  least  one 
discipline.  This  indicates  that  more  than 
70  percent  of  the  HHAs  currently 
participating  in  the  Medicare  program 
can  be  expected  to  change  their 
behavior  in  response  to  the  provisio-s  of 
this  notice,  thus  avoiding  or  mir.:miz:-s . 
the  disallowance  of  costs  in  excess  of " 
the  limits. 

In  the  proposed  notice,  we  pointed  out 
tnat  if  this  70  percent  figure  were 
applied  to  all  HHAs  participating  in  the 
Medicare  program,  it  would  seem  that 
around  3800  HHAs  could  exceed  the  ■ 
limits  for  one  or  more  disciplines  during 
cost  reporting  periods  beginning  on  or 
after  July  1. 1985.  Many  commenters 
apparently  did  not  realize  that  this 
projection  assumed  that  HHA  behavior 
did  not  change,  and  responded  as  if  we 
believed  that  70  percent  of  all  HHAs 
would  actually  exceed  their  limits. 
However,  the  proposed  notice  careful'y 
pointed  out  that,  because  these  limits  . 
give  about  70  percent  of  all  HHAs  a 
strong  financial  incentive  to  change 
their  behavior,  we  anticipate  that  those 
HHAs  that  finally  experience  actual 
disallowances  will  be  in  the  minority. 
The  reasons  for  this  are  discussed  :ii 
section  Xll  E.  below. 

Individual  HHAs  frequently 
commented  that  the  proposed  limits 
wouid  d.jddvantage  them  more  than  :-e 
other  class, ideations  of  HHAs  with 
wh:;h  th?y  compete.  This  was  rvp.cal'v 
claimed  by  rural  HHAs  and  by  ' ' 


freestanding  HHAs.  despite  the  table  we 
published  showing  that  more  urban 
hospital-based  HHAs  would  be  affected 
than  any  other  group. 
The  following  table  shows  our  latest 


estimate  of  how  the  impact  of  these 
limits  will  be  distributed  among  urban 
and  rural,  hospital-based  and 
freestanding  HHAs  in  the  data  base 


TaBlE.-D.STRIBUT.ON  Of  IMPACT  Of  LIMITS  SET  AT  120  PERCENT  Of  THE  MEAN.  ASSUM.NO  NO 

Behavior  Change 

  loeaaon 


uroa/i 


Rural 


I  ••urn- 
!  bar  ft 

!  aaia  i 

1    DM*  . 

Nun- 
Mr 

0««r  ■ 
urn 

&  j 

S  ! 

Num. 
bar  n 
oaia 

Num-  , 
am  1 

ooi  : 
m  1 



earn 

Num. 
am  r 
UK 
Maa 

Num. 

t» 
ovw  • 

Ml 

Par. 
esnt 
ooar 

Nana  p— 

0  MMAi  ....  ... 

-    J      261  1 

219 

971 

1.190 

{ 

n*  I 

66  1  . 

ni  | 

m 

956 

1.151 

1 

141  1 

en 

ml 
70.1  1 

F mnunang 
All  HHAi  

tmUk* 

 1  i  *\t : 

 J    1.673  ! 

4S3 

2.371 

JM 

1  643 

7»S 
693 

»•■■»  i 

roe  I 

MM 

2.003  i 

70.6 

£.  Expected  Changes  in  Behavior 

Under  existing  limits,  an  HHA  will 
exceed  its  limits  only  if  its  aggregate 
cost  per  visit  exceeds  its  aggregate  limit. 
Under  the  per  discipline  limits.  hi2h-cost 
disciplines  will  no  longer  be  subsidized 
by  low-cost  ones,  with  the  result  that 
many  HHAs  that  would  have  been 
below  continued  aggregate  limits  will 
exceed  one  or  more  of  the  per  discipline 
limits,  if  they  do  not  change  their 
behavior.  However.  HHAs  have  many 
opportunities  to  minimize  or  avoid  the 
impact  of  per  discipline  limits  by- 
changing  their  behavior.  Therefore,  we 
do  not  believe  that  these  chanees  will 
actually  result  in  that  large  art  increase 
in  the  number  of  HHAs  experiencing 
disallowances. 

We  expected  that  many  of  the  HHAs 
commenting  on  the  proposed  notice 
would  assess  the  impact  of  the  proposed 
limits  by  comparing  them  directly  to 
their  current  patterns  of  reported  per 
visit  costs.  We  were  concerned  that  this 
sort  of  analysis  could  result  in  agencies 
believing  that  they  would  exceed  one  or 
more  discipline  limits  by  more  than  need 
be  the  case.  and.  in  the  proposed  notice, 
explained  changes  that  could  result  in 
minimization  or  complete  avoidance  of 
disallowances.  As  explained  in  a 
response  to  a  public  comment  in  section 
IV.E  of  this  notice,  a  number  of  agencies, 
which  are  apparently  adversely  affected 
by  application  of  the  limits  by  discipline, 
will  be  able  to  reduce  or  escape  such 
impact  merely  by  classifying  their  costs 
correctly. 

Although  more  than  70  percent  of 
HHAs  are  projected  to  be  over  at  least 
one  limit  (at  120  percent  of  the  mean)  if 
no  management  changes  occur,  we 
expect  less  than  half  will  eventually 
experience  actual  disallowances  of 
costs  in  excess  of  these  limits.  The  limit 
for  ecc/i  d;sc.pi;,ie  is  set  well  above  the 
average  cos:  for  that  discipline.  As  the 


table  below  shows,  a  substantial 
majority  of  HHAs  will  be  able  to  furnish 
each  service  at  a  cost  below  the  limit.  Of 
12.142  total  disciplines  in  the  data  base. 
onJy  4382.  or  36.1  percent  are  projected 
to  exceed  the  applicable  limit  at  120 
percent  of  the  mean. 
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As  noted  in  the  proposed  notice,  we 
expect  HHA  behavior  to  change  both  in 
terms  of  management  and  cost  reporting. 
In  general,  an  HHA  will  have  increased 
incentives  to  ensure  that  each  type  of 
service  it  furnishes  is  delivered" 
efficiently  and  cost-effectively.  For 
example,  an  HHA  could  more"  carefujly 
control  the  input  costs  for  any  discipline 
over  the  limits.  We  expect  many  HHAs 
to  review  more  closely  salaries 
(particularly  administrative  salaries), 
staffing  levels,  staff  productivity,  time 
on  site  per  visit,  travel  time,  and 
administrative  costs.  We  believe  greater 
emphasis  also  will  be  placed  on  the 
accurate  classification  on  the  cost  report 
of  cost  by -function.  This  also  should 
provide  HHAs  with  more  accurate 
information  on  the  relative  cost- 
effectiveness  of  each  of  the  disciplines 
they  furnish,  which  will  encourage 
improved  management  and  increased 
agency  productivity  for  those  HHAs 
with  disciplines  that  would  exceed  the 
limits  if  they  did  not  modify  their 
behavior. 

As  noted  in  Section  XII  C  above,  the 
increased  efficiency  wmch  will  result 
from  these  changes  should  allow  for  a 


reduction  in  the  marsin  above  the  mean 
allowed  in  future  schedules  wv.nout 
adversely  affecting  efficiently  opera'ed 
HHAs.  Since  ail  agencies  wiL  be  aware 
of  the  reduction  in  the  level  of  the  limits 
to  115  percent  of  the  mean  or.  July  1. 
1985  and  to  112  percent  of  the  mean  on 
July  1.  198"  they  have  more  t.-.an  an 
adequate  amount  of  time  to  make 
necessary  changes  in  their  operations. 
Therefore,  we  do  not  anticipate  any- 
significant  increase  in  the  number  of 
agenices  experiencing  actual 
disallowances  as  a  result  of  the 
reductions  in  the  level  of  the  iimits  in 
July  1986  and  July  1987.  In  addition, 
more  accurate  cost  reports  will  improve 
the  quality  of  the  data  we  collect  on 
HHA  costs,  which  will  benefit  our 
program  administration  and  afford  a 
better  basis  for  policy  development. 

Some  HHAs  commented  that  one  of 
the  strategies  an  agency  could  adopt 
would  be  to  discontinue  furnishing  any 
discipline  for  which  the  costs  exceeded 
the  per  visit  limit.  It  was  suggested  that 
this  would  be  a  common  and 
widespread  response  if  per  discipline 
limits  were  issued  in  final.  We  agree 
that  it  is  inevitable  that  some  HHAs 
would  consider  this,  but  we  cc  not 
.believe  it  would  be  widespread.  As 
noted  in  the  proposed  notice,  we  expect 
about  1100  agencies  to  exceed  the 
aggregate  limits  for  cost  repor:„Tg 
periods  beginning  on  or  after  j.ly  1. 1984 
and  before  July  1. 1985.  These  agencies 
certainiy  experience  as  strong  an 
incentive  to  discontinue  a  h.g.-.-cost 
discipline  as  would  an  HHA  w.tn  oniy 
one  discipline  over  a  limit. 

Application  of  a  limit  to  each 
discipline's  cost  separately  wu  not 
affect  HHAs  that  have  no  costs  in 
excess  of  the  limits.  However,  those 
HHAs  that  currently  benefit  from  the 
ability  to  subsidize  high-cost  c.sctpimes 
by  low-cost  disciplines,  as  permitted 
under  the  existing  limits,  will  be  more 
likely  to  have  their  disallowed  costs 
increa'sed  by  the  use  of  per  discipline 
limits.  As  discussed  above,  there  are 
many  ways  an  HHA  could  redjee  its 
costs  and  thus  avoid  incurring  the  fufl 
•  disallowance  it  would  otherwise 
experience  under  these  limits. 

Per  discipline  limits  will  have  the 
most  severe  impact  on  those  HHAs  that 
have  costs  over  the  limits  for  c.V  the 
disciplines  they  furnish.  These  HHAs 
will  have  to  make  substantial  changes  in 
their  operations  in  order  to  m;.-.:m:ze  the 
effect  of  the  limits.  We  expect  that  some 
h:gh-cost  HHAs  may  determine' that 
both  the  amount  of  their  ccsts  :n  excess 
of  the  limns  and  the  operational  -r.ar-;es 
necessary  to  br  ne  these  costs  drwn  are 
unacceptable,  and  thus  may  c-.jose  tc 


•nd  we  expect  the  majority  of  HHAs  to 
be  able  to  furnish  services  within  them. 
Also.  1 405.460(f)  provides  an  exceptions 
process  that  allows  for  adiustment  of  a 
provider's  limits  under  specific 
conditions  described  in  that  section. 
Therefore,  we  conclude  that  these  limits 
will  result  in  benefits  greater  than 
anticipated  costs,  are  not  unnecessarily 
burdensome,  and  otherwise  meet  the 
regulatory  standards  required  by  E.O. 
12291  and  the  Regulatory  Flexibility  Act. 

XIIL  Paperwork  Burden 

This  final  notice  does  not  impose 
information  collection  requirements. 
Consequently,  it  does  not  need  to  be 
reviewed  by  EOMB  under  the  authority 
of  the  Paperwork  Reduction  Act  of  1980 
(44  U.S.C  3507). 

(Sec.  1861(v)  of  (he  Social  Security  Act  (42 
U.S.C  1395x|v)):  42  CFR  405  460] 
(Catalog  of  Federal  Domestic  Assistance 
Program  No.  13.773.  Medicare— Hospital 
Insurance) 

Dated:  June  27. 1965. 
Carolyn*  K.  Davis. 

Administrator.  Health  Care  Financing 
Administration. 

Approved  |une  26. 1985. 

Margaret  M.  HeckJer. 

Secretary. 
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cease  participating  in  the  Medicare 
program.  However,  we  wish  to  point  out 
that  HHAs  have  increased  greatly  in 
numbers  and  diversity  of  serv  ices 
furnished  in  recent  years.  As  noted  in 
the  proposed  notice,  we  believe-that 
there  wilJ  stilJ  be  more  than  a  sufficient 
number  of  HHAs  to  serve  the 
beneficiary  population,  even  if  a  number 
of  the  higher  cost  HHAs  event  jally 
choose  to  cease  providing  serv  ices  to 
Medicare  patients. 

F  Effects  on  Quality  of  and  Access  to 
Services  for  Beneficiaries 

A  number  of  commenters  asserted 
that  implementation  of  the  limits  as 
proposed  would  adversely  affect 
beneficiaries'  access  to  services  and  the 
quality  of  the  HHA  services  thev  did 
receive.  These  comments  were  often 
linked  to  statements  concerning  the 
effect  of  the  prospective  payment 
system  for  inpatient  hospital  services  on 
the  demand  for  HHA  services.  Many 
commenters  claimed  that  hospital 
patients  ire  being  discharged  earlier 
and  sicker,  and  with  greater  need  for 
HHA  services.  They  argued  that  these 
*  limits  will  result  in  fewer  services  being 
furnished  to  beneficiaries  at  the  same 
time  that  more  services  are  needed. 

We  recognize  that  the  average 
inpatient  length  of  stay  is  decreasing, 
thst  patients  are  being  discharged 
earlier,  and  that  the  volume  of  home 
health  services  has  increased  over  the 
last  few  years.  The  trends'  of  decrease  in 
length  of  stay  and  increase  in  home 
health  services  utilization  both  pre-date 
the  inception  of  the  prospective  payment 
system.  Nonetheless,  it  is  reasonable  to  ' 
consider  that  the  incentives  of  that 
system  have  contributed  to  both  trends 
to  some  extent.  However,  we  do  not 
believe  it  is  reasonable  to  imply  that 
these  trends,  in  conjunction  with  per 
discipline  limits  on  HHA  costs,  must 
necessarily  result  in  adverse  health 
outcomes  for  Medicare  beneficiaries. 

These  limits  will  be  applied  to 
payment  for  per  visit  costs.  They  will 
not  affect  the  number  of  visits  an  agency 
may  furnish.  Earlier  discharges  may  be  ' 
expected,  in  some  cases,  to  result  in 
mere  frequent  visits  in  the  immediate 
post-hospitaliza'tion  period.  Thus,  the 
trend  of  decreasing  length  of  stay  is 
likely  to  increase  the  demand  for  HHA 
services.  However,  increases  in  the 
volume  of  services,  in  themselves, 
should  not  increase  costs  per  visit. 
Rather,  increases  in  volume  of  services 
should  afford  opportunities  to  achieve 
economies  of  scale.  Such  economies,  in 
turn,  afford  ah  agency  the  opportunity  to 
-se  the  resulting  savings  to  either  reduce 

own  per  visit  expenditures,  increase 
&.p  quality  of  its  services,  or  both. 


Civen  the  recent  trends  of  growth  in 
HHA  services,  both  in  terms  of  numbers 
of  HHAs  and  volume  of  services,  we  do 
not  expect  these  limits  to  greatJy  affect 
the  availability  of  or  access  to  services 
for  beneficiaries. 

C.  Alternatives  Considered 

As  is  made  clear  In  other  parts  of  this 
final  notice,  there  were  many  points  at 
which  we  considered  various 
alternatives  in  developing  these  limits. 
In  particular,  each  of  the  provisions  of 
the  methodology  summarized  in  section 
m  of  this  notice  could  have  been 
handled  differently,  just  as  we  could 
have  chosen  a  different  percentage  of 
the  mean  at  which  to  aet  the  limits.  We 
considered  commenters"  suggestions 
that  we  defer  implementation  of  per 
discipline  limits  until  July  1. 1986. 
Further,  we  have  reconsidered  our 
proposal  to  promulgate  limits  at  115 
percent  of  the  mean  in  1988  and-112 
percent  in  1987  in  this  final  notice. 

The  number  of  possible  alternative 
schedules  of  limits  and  strategies  for 
implementation  is  very  large. 
Nonetheless,  we  recognize  that  the 
impact  of  these  limits  is  primarily 
dependent  on  two  choices  we  have 
made  among  the  alternatives 
considered;  the  application  of  the  limits 
on  a  per  discipline  basis,  and  the  setting 
of  the  limit  level  at  a  particular  percent 
of  the  mean  for  each  discipline.  In  both 
cases,  we  have  discussed  the  basis  of 
our  choices  tfi  section  111.  above. 

It  is  difficult  to  assess  the  impacts  of 
these  decisions  separately.  In  estimating 
the  savings  we  expect  to  achieve  under 
these  limits,  we  assumed  that  many  of 
the  HHAs  that  benefit  from  cross- 
subsidization  between  disciplines  would 
be  able  to  avoid  or  minimize  their  costs 
in  excess  of  the  limits.  Thus,  we  would 
attribute  only  about  $14  million  of  the 
incremental  savings  to  the  effect  of 
application  of  the  limits  by  discipline. 
However,  the  behavior  changes  adopted 
by  HHAs  in  response  to  these  limits  are 
one  of  the  probable  effects  of  the  limits, 
as  we  discussed  above. 

The  greatest  portion  of  the 
quantifiable  impact  of  these  limits,  that 
is,  of  the  estimated  savings,  must  be 
attributed  to  setting  the  limits  at  120 
percent  of  the  mean.  At  the  120  percent 
level,  even  if  we  were  to  apply  the  limits 
on  an  aggregate  basis,  approximately  38 
percent  of  participating  HHAa  would  be 
expected  to  have  costs  in  excess  of  the 
limits.  We  believe  that  much  of  the  . 
existing  cost  variation  among  HHAs  is 
not  attributable  to  factors  related  to 
costs  necessary  for  the  efficient  delivery 
of  needed  health  services.  Other 
providers  of  services,  which  experience 
the  same  uncontrollable  differences  in 


the  costs  of  their  inputs  as  do  HHAs.  do 
not  exhibit  the  same  proportion  of  hieh- 
cost  services. 

As  stated  in  the  proposed  notice,  we 
have  come  to  believe  that  it  is  necessary 
to  provide  high-cost  HHAs  increased 
incentives  to  bring  their  expenditures 
into  line  with  the  costs  incurred  by 
efficiently  operated  HHAs.  Some 
commenters  responded  adversely  to  this 
statement  alleging  that  our  own 
analysis  showed  that  70  percent  of  all 
HHAs  would  be  adversely  affected,  and 
that  this  widespread  impact  must  affect 
more  than  just  the  high-cost  servicea 
and  agencies.  We  must  point  out.  again, 
that  not  all  changes  of  behavior  can 
reasonably  be  characterized  as  adverse 
impacts  As  pointed  out  above,  the  limit 
for  each  discipline  is  set  at  120  percent 
of  the  mean  cost  per  visit  for  that 
discipline.  By  definition,  our 
methodology  results  in  limits  for  a 
discipline  that  are  set  well  above  the 
average  costs,  based  on  the  actual 
reported  costs  of  a  substantial 
proportion  of  participating  HHAs.  Civen 
the  data  available  to  us.  we  do  not  think 
the  current  range  in  per  visit  costs  is 
justified.  Thus,  we  are  setting  the 
proposed  limits  at  20  percent  above 
mean  cos?  per  visit,  and  reducing  them 
to  15  percent  and  12  percent  above 
mean  cost,  respectively,  for  subsequent 
cost  reporting  periods.  Use  of  a 
percentage  accommodates  input  cost 
variables  not  accounted  for  bv  the 
methodology,  and  allows  HHAs  an 
exiended  period  over  which  they  can 
bring  their  costs  under  better  controls, 
while  at  the  same  time  ensuring  that  we 
reimburse  only  those  costs  necessary  for 
the  efficient  delivery  of  services. 

H.  Conclusion 

In  summary,  the  changes  in 
methodology,  improved  data,  and  an 
updated  market  basket  index  result  in 
limits  that  will  yield  greater  program 
savings  than  would  result  from  merely 
inflating  previous  limits.  However,  the 
benefits  expected  to  result  from  these 
limits  are  not  confined  to  the  Medicare 
savings.  An  HHA  that  brings  its  cost 
down  to. the  limits,  or  below,  should 
benefit  from  improved  management.  The 
beneficiaries  and  other  patients  it  serves 
could  be  expected  to  benefit  in  turn. 

The  Medicare  program  savings 
resulting  from  these  limits  will  be 
expenenced  as  costs  by  the  affected 
HHAs.  Further,  some  economizing 
measures  adopted  by  HHAs  in  response 
to  these  limits,  such  as  measures  that 
could  affect  access  to  or  quality  of  care, 
could  be  viewed  as  adverse 
consequences,  or  costs.  However,  we 
believe  the  limit  levels  are  reasonable 
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